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Introduction 

This  volume  has  been  desierned  primarily  as  a  Manual,  a 
handbook.  It  aspires  to  be  neitiier  a  treatise  nor  a  digest 
in  the  technical  sense,  although  it  has  forsaken  consistency 
at  times  in  order  better  to  approximate  its  object  of  service. 
It  aims  to  put  before  the  layman  and  the  learned  alike,  in 
the  most  readily  accessible  form,  first,  the  income  and  profits 
tax  law  and  regulations  as  they  exist  today,  and,  second, 
suggestions  and  references  which  may  help  to  a  fuller  or 
better  interpretation  of  the  law.  At  the  same  time,  the 
earlier  statutes  and  rulings  are  made  available  for  examina- 
tion and  comparison. 

The  Manual  contains,  among  other  things,  the  follow- 
ing: 

(1)  The  income  and  profits  tax  provisions  of  the  Rev- 
enue Act  of  1918,  paraphrased  in  the  appropriate  sections 
of  the  text  and  printed  literally  in  the  appendix.  The  user 
may  accordingly  accept  the  editor's  statement  and  classifica- 
tion or  he  may  seek  the  source. 

(2)  The  regulations  comprising  Regulations  45,  as  modi- 
fied and  elaborated  by  Treasury  decisions  since  issued, 
quoted  in  the  appropriate  sections  of  the  text.  As  a  given 
article  of  the  regulations  may  embody  references  to  subjects 
other  than  that  under  immediate  discussion,  in  quoting  the 
article  without  change  there  is  from  the  standpoint  of 
fluency  a  certain  disadvantage  which  is  more  than  offset  by 
having  the  regulation  precisely  as  promulgated.  Since  the 
articles  of  the  regulations  are  profusely  cross-referenced, 
and  as  often  a  user  of  the  Manual  may  be  seeking  a  par- 
ticular article  whose  number  he  knows,  for  added  conveni- 
ence the  table  of  contents  of  Regulations  45  has  been  exactly 
reproduced  in  the  appendix,  except  that  the  references  are 
to  sections  of  the  Manual  instead  of  to  the  pages  of  the 
original  volume  of  regulations. 

(8)  Explanatory  and  amplificatory  text,  based  on  in- 
formal rulings  of  the  Internal  Revenue  Bureau  and  on  in- 
dependent interpretation  of  the  statute,  together  with  sev- 
eral discussions  of  positions  of  the  Bureau  on  important 
points  whidi  are  believed  to  be  incorrect.  As  the  regula- 
tions have  in  general  the  force  of  law  unless  upset  by  the 
courts,  however,  and  as  recourse  to  the  courts  is  especially 
inconvenient  in  federal  tax  cases,  what  the  rule  on  a  par- 
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ticular  point  should  be  is  usually  of  little  practical  conse- 
quence compared  with  what  the  Bureau  has  said  it  is. 

(4)  Citations  to  deoiaions  of  the  courts  construing  in- 
come tax  statutes.  These  chiefly  relate  to  former  laws,  but 
the  principles  they  lay  down  are  in  most  instances  equally 
applicable  to  the  present  law.  A  table  of  court  decisions  in 
the  appendix  readily  directs  the  way  to  the  section  of  the 
Manual  dealing  with  the  question  involved  in  any  case. 

(5)  Citations  to  Treasury  decisions  issued  under  former 
statutes.  These  decisions,  while  often  based  on  obsolete  pro- 
visions or  superseded  by  later  rulings,  show  the  develop- 
ment of  statutory  construction  and  the  history  of  many 
individual  rulings.  Especially,  Treasury  decisions  1606, 
1675,  1742,  2090,  2186,  2137,  2152  and  2161,  which  contain 
synopses  of  rulings,  are  storehouses  of  miscellaneous  in- 
formation. Because  of  the  poor  indexing  of  the  bound 
volumes  of  Treasury  decisions  these  undigested  decisions 
are  hard  to  find,  and  to  make  them  more  available  for 
reference,  in  addition  to  citing  them  in  the  text,  a  table 
listing  them  in  numerical  and  chronological  order  is  included 
in  the  appendix.  On  the  other  hand,  references  to  Regula- 
tions 83,  relating  to  the  income  tax  under  the  Revenue  Act 
of  1913  and  (as  revised)  under  the  Revenue  Acts  of  1916 
and  1917,  and  to  Regulations  41,  relating  to  the  excess 
profits  tax  under  the  Revenue  Act  of  1917,  are  few,  both 
because  these  collected  regulations  are  readily  available  and 
because  everjrthing  in  thrai  which  seemed  of  value  in  the 
administration  of  the  Revenue  Act  of  1918  was  retained  or 
adapted  in  Regulations  45. 

(6)  The  full  text  of  the  excise  tax  provisions  of  the 
Revenue  Act  of  1909,  of  the  income  tax  provisions  of  the 
Revenue  Acts  of  1918, 1916  amd  1917,  and  of  the  excess  prof- 
its tax  provisions  of  the  Revenue  Act  of  1917,  together  with 
a  passage  by  passage  comparison  of  the  Revenue  Acts  of 
1918  and  1917,  in  the  appendix.  This  compilation  of  all 
recent  income  tax  legislation  is  serviceable  not  only  in  the 
solution  of  questions  arising  in  connection  with  returns  for 
previous  years,  but  also  in  determining  the  present  appli- 
cability of  early  rulings  and  of  decisions  of  the  courts. 

(7)  A  list  and  description  of  the  uses  of  the  many  forms 
employed  in  the  administration  of  the  income  and  excess 
profits  taxes,  in  an  appendix.  It  is  an  extraordinary  indi- 
vidual who  does  not  nave  occasion  to  become  familiar  with 
several  of  these  forms  in  the  course  of  a  year. 
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(8)  Concrete  illtistrations  of  the  application  of  different 
provisions  of  the  tax  law,  both  in  the  text  and  in  an  ap- 
pendix. 

(9)  A  complete  index  to  the  text  of  the  MamuU.  This, 
togetiier  with  the  table  of  contents,  should  put  every  item 
of  information  in  the  Manual  fully  at  the  user's  disposal. 

The  body  of  the  Manual  is  divided  into  five  chief  parts. 
The  scheme  of  the  arrangement  is  as  follows : 

Part  I  deals  with  the  computation  of  the  tax,  both  income 
and  profits.  In  the  case  of  the  income  tax  the  basic  factor 
which  must  be  known  is  the  net  income,  and  in  the  case  of 
the  profits  tax  the  invested  capital  is  also  required.  Part  I 
assumes  that  these  factors  are  already  known,  and  proceeds 
to  apply  the  rates  of  tax,  the  authorized  credits,  and  the 
other  provisions  which  affect  the  calculation  of  the  tax. 
This  may  not  be  strictly  logical,  but  as  a  matter  of  practical 
convenience  the  taxpayer  likes  to  know  what  the  tax  is  and 
how  it  is  computed  before  embarking  on  the  exact  ascertain- 
ment of  his  net  income  and  invested  capital. 

Part  II  deals  with  income  subject  to  tax.  This  is  one  of 
the  two  basic  factors  needed  under  Part  I,  and  in  the  case 
of  the  income  tax  it  is  the  only  one.  Part  II  accordingly 
proceeds  from  a  consideration  of  capital  and  income,  through 
total  income,  gross  income  of  various  kinds,  and  the  applica- 
tion of  the  authorized  deductions,  to  the  goal  of  net  income. 

Part  III  deals  with  the  invested  capital  of  corporations. 
This  is  one  of  the  two  basic  factors  needed  under  Part  I 
for  the  computation  of  the  profits  tax  on  corporations.  Part 
III  accordingly  proceeds  with  a  consideration  of  the  com- 
ponent parts  making  up  invested  capital. 

Part  IV  deals  with  the  return  and  payment  of  the  tebx, 
both  income  and  profits.  The  tax  has  been  computed  under 
Part  I  on  the  basis  of  the  factors  of  net  income  and  invested 
capital  as  determined  under  Parts  II  and  III,  but  it  must  be 
reported  and  paid.  Part  IV  accordingly  proceeds  with  a 
description  of  the  administrative  measures  and  require- 
ments designed  to  assure  the  ultimate  payment  of  the  full 
tax,  but  no  more,  to  the  Government. 

Part  V  deals  tvith  the  persons  liable  to  tax.  The  preced- 
ing parts  of  the  Manual  have  treated  tiie  computation  of  the 
tax,  the  determination  of  net  income  and  invested  capital, 
and  the  return  and  payment  of  the  tax,  just  as  if  all  tax- 
payers were  citizens  or  residents  or  domestic  corporations. 
But  different  kinds  of  persons  are  taxed  or  affected  by  the 
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tax  in  different  ways.  Part  V  accordingly  proceeds  with  a 
classification  of  persons  and  explains  in  what  respects  the 
situation  of  each  clas&  as  regards  the  tax  is  unlike  that  of 
typical  citizens,  residents  or  domestic  corporations.  If  no 
special  rule  is  noted,  the  general  rule  applies. 

The  arrangement  has  been  planned  to  make  it  as  easy  as 
possible  for  a  taxpayer  to  find  what  he  ought  to  read  and  to 
reject  what  he  need  not  read.  The  great  majority  will  be 
little  interested  in  Part  V  and  only  corporations  need  be 
concerned  with  Part  III. 

This  exposition  of  what  the  Manual  contains  and  how  it 
is  arranged  will,  it  is  hoped,  help  to  bring  out  whatever 
possibilities  for  service  it  possesses.  No  book  can  be  of 
value  unless  its  owner  acquires  a  general  familiarity  with 
it. 

It  would  be  quite  impossible  for  the  editor  to  close  this 
prosy  introduction  of  a  prosy  book  on  a  subject  to  most 
people  worse  than  prosy  without  a  word  about  tiie  personnel 
of  the  Internal  Revenue  Bureau.  Like  most  people  who  had 
not  been  in  the  Government  service  he  used  to  have  the 
notion  that  Government  employees  were  inefficient  and  in- 
different to  the  rights  of  the  public.  He  knows  better  now. 
By  and  large  he  knows  of  no  other  considerable  body  of 
workers  in  which  the  average  of  ability  and  of  devotion  to 
duty  is  so  high  (or  the  average  of  compensation  so  cor- 
respondingly low)  as  in  the  law  division,  the  income  tax 
unit  and  the  other  divisions  of  the  Internal  Revenue  Bureau 
at  Washington.  It  was  an  eye^pening  privilege  to  be  as- 
sociated with  Commissioner  Darnel  C.  Roper,  Assistant  to 
the  Commissioner  Joseph  H.  Callan,  and  their  co-workers. 
It  is  easy  enough  to  criticize  the  rulings  and  measures  of 
the  Internal  Revenue  Bureau,  for  naturally  sometimes  they 
are  wrong  or  injudicious,  but  they  are  always  honest.  More- 
over, it  is  not  altogether  to  the  discredit  of  the  officers  and 
employees  of  the  Bureau  that  on  close  questions  they  may  in- 
cline to  decide  against  one  of  the  people  in  favor  of  all  of 
the  people. 

To  the  untiring  labors  of  Mr.  Hyman  M.  Epstein,  in 
charge  of  the  tax  department  of  the  Standard  Statistics 
Company,  is  due  much  of  whatever  merit  this  book  possesses. 
The  publishers  have  afforded  every  facility  for  the  advan- 
tageous preparation  of  the  Manual,  and  it  will  be  no  fault  of 
theirs  if  it  falls  short  of  the  highest  service. 

52  William  Street,  New  York.  Hugh  Satterleb. 

January  1,  1920. 
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PART  I 
Computation  of  Tax 

CHAPTER  1 

Income  Tax  on  Individuals  and  Ck)rporations 

§  11.  Rates  of  normal  tax  mi  mdiyidiials«^ — ^There  shall  be 
levied,  collected  and  paid  for  each  taxable  year,  beginning 
with  1919,  upon  the  net  income  of  every  citizen  or  resident 
of  the  United  States  a  normal  tax  at  the  rate  of  4  per  cent 
upon  the  first  $4,000  of  net  income  in  excess  of  the  credits 
described  in  §12  and  at  the  rate  of  8  per  cent  upon  the  re- 
mainder/ The  rates  for  1918  were  6  per  cent  and  12  per 
cent,  refspectively.  For  the  rates  affecting  nonresident 
aliens  see  chapter  80. 

The  term  ''taxable  year''  means  the  calendar  year,  or  the 
fiscal  year  ending  during  such  calendar  year,  on  the  basis 
of  which  the  net  income  is  computed  as  described  in  chap- 
ter 16/ 

''The  statute  imposes  an  income  tax  on  individuals,  in- 
cluding a  normal  tax  and  a  surtax.  See  section  211  of  the 
statute.  The  tax  is  upon  net  income,  as  defined  in  the  stat- 
ute, after  deducting  from  gross  income,  as  defined  in  the 
statute,  the  allowable  deductions.  See  sections  212,  213,  214 
and  215.  In  certain  cases  credits  are  allowed  against  net 
income  and  against  the  amount  of  the  tax.  See  sections  216 
and  222.  Special  provisions  of  the  statute  deal  with  the 
effect  of  the  tax  on  nonresident  alien  individuals,  partner- 
ships and  personal  service  corporations,  estates  and  trusts, 
and  the  stockholders  of  corporations  which  unreasonably 

I  B.  A.  1918,  Sec.  210.  Of.  B.  A.  1918.  Sec.  II* A;  B.  A.  1016,  Sec.  1(a);  B.  A. 
1917.  Sec.  1. 
>  it.  A.  1918.  Sec  200. 


Digitized  by  VjOOQIC 


§1S      INCOME  TAX  ON  INDIVIDnALS  AND  CORPORATIONS 

accumulate  their  profits.  See  sections  217,  218,  219  and 
220.  The  tax  is  payable  upon  the  basis  of  returns  rendered 
by  the  persons  liable  thereto,  except  that  in  some  instances 
it  is  to  be  paid  at  the  source  of  the  income.  See  sections  221, 
223,  224,  225,  226,  227  and  228.  The  statute  also  imposes 
an  income  tax  at  a  fixed  rate  and  a  war  profits  and  excess 
profits  tax  on  corporations.  See  Part  II  of  the  regulations. 
For  administrative  provisions,  and  for  definitions  and  gen- 
eral provisions,  see  Parts  in  and  IV  of  the  regulations."* 

"For  the  calendar  year  1918  the  normal  income  tax  on 
individual  citizens  or  residents  of  the  United  States  is  at  the 
rate  of  6  per  cent  upon  the  first  $4,000  of  net  income  subject 
to  the  normal  tax  and  12  per  cent  upon  the  excess  over 
that  amount,  and  for  the  calendar  year  1919  and  subsequent 
years  is  at  the  rate  of  4  per  cent  upon  the  first  $4,000  and  8 
per  cent  upon  the  excess  over  that  amount.  The  lower 
rate  on  the  first  $4,000  applies  to  each  separate  individual, 
whether  married  or  unmarried,  and  should  not  be  confused 
with  the  joint  exemption  granted  married  persons.  In  the 
case  of  nonresident  alien  individuals  the  normal  tax  for  1918 
is  12  per  cent  and  for  subsequent  years  8  per  cent.  In 
order  to  determine  the  income  to  which  the  normal  tax  is 
applied  the  net  income,  as  defined  in  section  212  of  the  stat- 
ute and  articles  21-26  of  the  regulations,  is  first  entitled  to 
the  credits  and  exemptions  specified  in  section  216  of  the 
statute  and  articles  301-307.'** 

§12.  Credits  against  net  income  of  individuals.^ — ^For  the 
purpose  of  the  normal  tax  there  are  allowed  the  following 
credits  against  the  amount  of  net  income  computed  as  de- 
scribed in  chapter  16: 

(a)  The  amount  received  as  dividends  from  a  corporation 
which  is  liable  to  the  income  tax,  or  from  a  personal  service 
corporation  out  of  income  accumulated  before  January  1, 
1918; 

(6)  The  amount  received  as  interest  upon  obligations  of 
the  United  States  and  bonds  issued  by  the  War  Finance 

•  Beg.  40.  Art.  1.  •  Reg,  45,  Art  2. 
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Ck>rporation  to  the  extent  that  such  interest  is  included  in 
gross  income  under  chapter  10 ; 

(o)  In  the  case  of  a  single  person,  a  personal  exemption 
of  $1,000,  or  in  the  case  of  the  head  of  a  family  or  a  mar- 
ried person  living  with  husband  or  wife,  a  personal  ex- 
emption of  $2,000;  but  a  husband  and  wife  living  together 
shall  receive  but  one  personal  exemption  of  $2,000  against 
their  aggregate  net  income,  and  if  they  ntiake  separate  re- 
turns the  personal  exemption  of  $2,000  may  be  taken  by 
either  or  divided  between  them; 

(d)  Two  hundred  dollars  for  each  person  (other  than  hus- 
band or  wife)  dependent  upon  and  receiving  his  chief  sup- 
port from  the  taxpayer,  if  such  dependent  person  is  under  18 
years  of  age  or  incapable  of  self-support  because  mentally 
or  physically  defective.* 

'Tor  the  purpose  of  imposing  the  normal  tax  the  tax- 
payer's net  income  as  computed  pursuant  to  section  212 
of  the  statute  and  articles  21-26  is  first  reduced  by  the  sum 
of  the  allowable  credits.  These  include  dividends  (as  de- 
fined in  section  201  and  articles  1541-1549)  received  other 
than  &om  foreign  corporations  having  no  income  from 
sources  within  the  United  States ;  interest  not  entirely  ex- 
empt &om  tax  received  upon  obligations  of  the  United 
States  and  bonds  of  the  War  Finance  (Corporation;  a  per- 
sonal exemption;  and  a  credit  for  dependents.  Conse- 
quently, the  normal  tax  does  not  apply  to  dividends  from 
domestic  corporations  or  from  foreign  corporations  deriving 
income  from  sources  within  the  United  States,  or  to  inter- 
est on  any  obligations  of  the  United  States.  See  section 
213(b)  of  the  statute  and  articles  77-82  and  1131.  For 
the  purpose  of  imposing  the  surtax  the  taxpayer's  net  in- 
come is  entitled  to  none  of  these  credits.  As  to  credits 
allowed  corporations,  see  section  236  and  article  591.''* 

"A  head  of  a  family  is  a  person  who  actually  supports 
and  maintains  in  one  household  one  or  more  individuals  who 
are  closely  connected  with  him  by  blood  relationship,  rela- 

•  B.  A.  1W8,  Sec.  216.  Cf.  T.  D.  Ifi28,  Dec  27,  1918;  T.  D.  1945,  Feb.  7,  1914; 
T.  D.  1947.  F&.  12,  1914. 

•  Beg.  tf.  Art.  801.    See  Ooben  ▼.  L<ywe,  284  Fed.  474  (B.  A.  1918). 
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tionship  by  marriage,  or  by  adoption,  and  whose  right  to 
exercise  fkmily  control  and  provide  for  these  dependent  in- 
dividuals is  based  upon  some  moral  or  legal  obligation.  In 
the  absence  of  continuous  actual  residence  together,  whether 
or  not  a  person  with  dependent  relatives  is  a  head  of  a 
family  within  the  meaning  of  the  statute  must  depend  on 
the  character  of  the  separation.  If  a  father  is  absent  on 
business  or  at  war,  or  a  child  or  other  dependent  is  away 
at  school  or  on  a  visit,  the  common  home  being  still  main- 
tained, the  additional  exemption  applies.  If,  moreover, 
through  force  of  circumstances  a  parent  is  obliged  to  main- 
tain his  dependent  children  with  relatives  or  in  a  boarding 
house  while  he  lives  elsewhere,  the  additional  exemption 
may  still  apply.  If,  however,  without  necessity  the  depend- 
ent continuously  makes  his  home  elsewhere,  his  benefactor 
is  not  the  head  of  a  family,  irrespective  of  the  question  of 
support.  A  resident  alien  with  children  abroad  is  not  the 
head  of  a  family.'" 

''In  the  case  of  a  married  man  or  married  woman  the  joint 
exemption  replaces  the  individual  exemption  only  if  the  man 
lives  with  his  wife  or  the  woman  lives  with  her  husband. 
In  the  absence  of  continuous  actual  residence  together, 
whether  or  not  a  man  or  woman  has  a  wife  or  husband  liv- 
ing with  him  or  her  within  the  meaning  of  the  statute 
must  depend  on  the  character  of  the  separation.  If  merely 
occasionally  and  temporarily  a  wife  is  away  on  a  visit  or  a 
husband  is  away  on  business,  the  joint  home  being  main- 
tained, the  additional  exemption  applies.  The  unavoidable 
absence  of  a  wife  or  husband  at  a  sanatorium  or  asylum  on 
account  of  illness  does  not  preclude  claiming  the  exemption. 
If,  however,  the  husband  voluntarily  and  continuously 
makes  his  home  at  once  place  and  the  wife  hers  at  another, 
they  are  not  living  together  for  the  purpose  of  the  statute, 
irrespective  of  their  personal  relations.  A  resident  alien 
with  a  wife  residing  abroad  is  not  entitled  to  the  joint  ex- 
emption."* 

"A  taxpayer  receives  a  credit  of  $200  for  each  person 

V  Beg.  46,  Art  802.    Of.  T.  D.  2427.  Dec.  26.  1916;  T.  D.  2602.  Apr.  8,  1918. 
•  Beg.  45«  Art  808.    Of.  T.  D.  2602»  Apr.  8.  lUs. 
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(other  than  husband  or  wife),  whether  related  to  him  or 
not  and  whether  living  with  him  or  not,  dependent  upon 
and  receiving  his  chief  support  from  the  taxpayer,  pro- 
vided the  dependent  is  either  (a)  under  eighteen  or  (6)  in- 
capable of  self-support  because  defective.  The  credit  is 
based  upon  actual  financial  dependency  and  not  mere  legal 
dependency.  It  may  accrue  to  a  taxpayer  who  is  not  the 
head  of  a  family.  But  a  father  whose  children  receive  half 
or  more  of  their  support  from  a  trust  fund  or  other  sep- 
arate source  is  not  entitled  to  the  credit.''* 

'The  status  of  the  taxpayer  on  the  last  day  of  his  taxable 
year  determines  his  right  to  an  additional  exemption  and 
to  a  credit  for  dependents.  If  then  he  is  the  head  of  a  fam- 
ily, the  personal  exemption  of  $2,000  may  be  taken.  If  then 
he  is  the  chief  support  of  a  dependent  who  is  under  eighteen 
years  of  age  or  incapable  of  self-support  because  mentally 
or  physically  defective,  the  credit  of  $200  may  be  taken. 
But  an  unmarried  individual  or  a  married  individual  not  liv- 
ing with  husband  or  wife,  who  during  the  taxable  year  has 
ceased  to  be  the  head  of  a  family  or  to  have  dependents,  is 
entitled  only  to  the  personal  exemption  of  $1,000  allowed  a 
single  person.  A  husband  and  wife  living  together  at  the 
end  of  the  taxable  year  may  receive  but  one  personal  ex- 
emption of  $2,000,  divisible  as  they  please,  against  their 
aggregate  net  income.  If  an  individual  dies  during  the  tax- 
able year,  his  executor  or  administrator  in  making  a  re- 
turn for  him  is  entitled  to  claim  his  full  personal  exemption 
according  to  his  status  at  the  time  of  his  death.  See  also 
section  219(c)  of  the  statute  and  articles  346  and  421.  If 
a  husband  or  wife  so  dies  and  the  joint  personal  exemption 
is  used  by  the  executor  or  administrator  in  making  a  re- 
turn for  the  decedent,  an  undiminished  personal  exemption 
according  to  the  status  of  the  survivor  at  the  end  of  the 
taxable  year  may  be  claimed  on  th6  survivor's  return.  If  a 
taxpayer  makes  a  return  for  a  period  other  than  a  taxable 
year,  the  last  day  of  such  period  shall  be  treated  as  the 

•  Beg.  46.  Art  804. 
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last  day  of  the  taxable  year  for  the  purpose  of  this  article. 
See  section  226  and  articles  431  and  1013/'' 

§18.  Rates  of  surtax  on  indiyiduals. — ^In  addition  to  the 
normal  tax  described  in  §11,  there  shall  be  levied,  collected 
and  paid  for  each  taxable  year  upon  the  net  income  of  every 
individual  a  surtax  calculated  at  different  percentages  for 
different  amoimts  of  net  income.' 

The  surtax  for  1919  and  subsequent  years  is  the  same 
as  it  was  for  1918.  It  ranges  from  1  per  cent  of  the  amount 
by  which  the  net  income  exceeds  $5,000  and  does  not  exceed 
$6,000  to  65  per  cent  of  the  amount  by  which  the  net  income 
exceeds  $1,000,000.  Accordingly,  a  taxpayer  whose  net  in- 
come exceeds  $1,000,000  may  be  subject  to  a  tax  of  73  per 
cent  of  the  amoimt  by  which  his  net  income  exceeds  such 
sum.  In  computing  the  surtax  the  taxpayer  is  not  entitled 
to  the  credits  against  net  income  described  in  §12. 

''In  addition  to  the  normal  tax  a  surtax  is  imposed  at  the 
rates  specified  in  the  statute  upon  the  net  income  of  every 
individual,  resident  or  nonresident.  See  articles  2-4.  In 
determining  the  taxable  net  income  for  the  purpose  of  the 
surtax,  the  credits  provided  by  section  216  of  the  statute  in 
th^  case  of  the  normal  tax  are  not  applicable.'** 

'*The  following  table  shows  the  surtax  on  net  incomes  of 
the  specified  amounts.  In  each  instance  the  first  figure  of 
net  income  in  the  net  income  column  is  to  be  excluded  and 
the  second  figure  included.  The  percentage  given  opposite 
applies  to  the  excess  of  income  over  the  first  figure  in  the 
net  income  column,  and  the  smn  in  the  next  column  is  the 
tax  on  the  entire  difference  between  the  first  figure  and  the 
scond  figure  in  the  net  income  column.  The  final  column 
gives  the  total  surtax  on  a  net  income  equal  to  the  second 
figure  in  the  net  income  column. 


1  Rejr.  45.  Art  305.    Of.  T.  D.  1923.  Dec.  27,  1918;  T.  D.  2090,  Dec.  14.  1914;  T.  D. 
2185.  Jan,  28.  1915. 
>  it.  A.  1918,  Sec.  211.    See  Coben  t.  Lowe,  234  Fed.  474  (B.  A.  1913). 
•  Reg.  45,  Art  U. 
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RATES  OF  SURTAX  ON  INDIVIDUALS 


§13 


Net  Income  Per  Cent 

$5,000  to  $6,000 1 

$6,000  to  $8.000 2 

$8,000  to  $10.000 8 

$10,000  to  $12,000 4 

$12,000  to  $14,000 5 

$14,000  to  $16.000 6 

$16,000  to  $18.000 7 

$18,000  to  $20,000 8 

$20,000  to  $22.000 0 

$22,000  to  $24,000 10 

$24,000  to  $26,000 11 

$26,000  to  $28,000 12 

$28,000  to  $30.000 13 

$30,000  to  $32.000 14 

$32,000  to  $34,000 16 

$34,000  to  $36,000 16 

$36,000  to  $38,000 17 

$38,000  to  $40,000 18 

$40,000  to  $42.000 19 

$42,000  to  $44,000 20 

$44,000  to  $46,000 -  21 

$46,000  to  $48,000 22 

$48,000  to  $50,000 23 

$50,000  to  $52,000 24 

$52,000  to  $54,000 25 

$54,000  to  $56,000 26 

$56,000  to  $58,000 27 

$58,000  to  $60,000 28 

$60,000  to  $62,000 29 

$62,000  to  $64.000 30 

$64,000  to  $66,000 31 

$66,000  to  $68,000 32 

$68,000  to  $70,000 33 

$70,000  to  $72.000 34 

$72,000  to  $74,000 35 

$74,000  to  $76,000 36 

$76,000  to  $78,000 1—  37 

$78,000  to  $80,000 38 

$80,000  to  $82,000 39 

$82,000  to  $84,000 40 

$84,000  to  $86.000 41 

$86,000  to  $88,000 42 

$88,000  to  $90,000 43 

190,000  to  $92,000 44 

$92,000  to  $94,000 45 

$94,000  to  $96,000 46 

$96,000  to  $98,000 47 

$98,000  to  $100,000 48 

$100,000  to  $150,000 52 

$150,000  to  $200,000 56 

$200,000  to  $300,000 60 

$300,000  to  $500.000 63 

$600,000  to  $1,000,000 64 

$1,000,000  up 65 


Total 

Surtax 

Surtax 

$10 

$10 

40 

50 

60 

110 

80 

190 

100 

290 

120 

410 

140 

560 

160 

710 

180 

890 

200 

1.090 

220 

1.310 

240 

1,550 

260 

1.810 

280 

2,090 

300 

2,390 

320 

2,710 

340 

3,050 

360 

3,410 

380 

3,790 

400 

4,190 

420 

4,610 

440 

5,050 

460 

5,510 

480 

5,990 

500 

6,490 

520 

7,010 

540 

7,550 

560 

8,110 

580 

8,690 

600 

9,290 

620 

9,910 

640 

10,550 

660 

11,210 

680 

11,890 

700 

12.590 

720 

13,310 

740 

14.050 

760 

14.810 

780 

15.590 

800 

16.390 

820 

17,210 

840 

18,050 

860 

18,910 

880 

19,790 

900 

20.690 

920 

21.610 

940 

22.550 

960 

23,510 

26.000 

49,510 

28.000 

77,510 

60.000 

137,510 

126.000 

263,510 

$20,000 

583,510 
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§14      INCOME  TAX  ON  INDIVIDnALS  AND  CORPORATIONS 

The  surtax  for  any  amount  of  net  income  not  shown  in 
the  above  table  is  computed  by  adding  to  the  total  surtax 
for  the  largest  amount  shown  which  is  less  than  the  income 
the  surtax  upon  the  excess  over  that  amount  at  the  rate 
indicated  in  the  table.  For  example,  if  the  amount  of  net 
income  is  $63,128,  the  surtax  is  the  sum  of  $8,690  (the 
surtax  upon  $62,000  as  shown  by  the  table)  plus  80  per 
cent  of  $1,128,  or  $888.40,  making  a  total  surtax  of 
$9,028.40/'* 

As  a  check  on  the  computation  of  the  surtax,  in  order  to 
determine  the  total  surtax  on  any  amount  of  income  over 
$10,000  and  under  $100,000  proceed  as  follows:  (a)  Take 
the  highest  even  thousand  (that  is,  a  multiple  of  2,000) 
within  the  amount  of  income ;  after  crossing  out  the  ciphers 
divide  the  first  two  digits  in  such  number  by  two;  and  sub- 
tract one  from  the  quotient,  the  remainder  being  the  rate 
per  cent  applicable  to  the  excess  of  the  amount  of  income 
above  the  highest  even  thousand  within  it.  (&)  Take  the 
rate  per  cent  just  obtained  and  subtract  two;  multiply  the 
remainder  by  itself  plus  three,  and  add  one  to  the  result, 
and  multiply  the  last  sum  by  ten,  the  result  being  the  total 
surtax  on  the  highest  even  thousand  within  the  amount  of 
net  income,  (c)  Add  the  tax  on  the  excess  of  net  income 
over  the  highest  even  thousand,  calculated  in  accordance 
with  (a),  and  the  tax  upon  the  highest  even  thousand  cal- 
culated in  accordance  with  (&),  the  sum  being  the  total  sur- 
tax on  the  given  amount  of  income. 

§14.  Parts  of  income  subject  to  rates  for  diflFerent  years* 
— ^Whenever  parts  of  a  taxpayer's  income  are  subject  to 
rates  for  different  calendar  years,  the  part  subject  to  the 
rates  for  the  most  recent  calendar  year  shall  be  placed  in  the 
lower  brackets  of  the  surtax  rate  schedule,  the  part  subject 
to  the  rates  for  the  next  preceding  calendar  year  shall  be 
placed  in/the  next  higher  brackets  of  the  rate  schedule  appli- 
cable to  that  year,  and  so  on  until  the  entire  net  income  has 
been  accounted  for.  In  determining  the  income,  any  deduc^ 
tions,  exemptions  or  credits  of  a  kind  not  plainly  and  prop- 

«  Reg.  tf ,  Art  12. 
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PABTS  OF  mCOMB  SUBJECT  TO  RATES  FOR  DIFFERENT  TEARS  §  14 

erly  chargeable  against  the  income  taxable  at  rates  for  a 
preceding  year  shall  first  be  applied  against  the  income  sub- 
ject to  rates  for  the  most  recent  calendar  year;  but  any  bal- 
ance thereof  shall  be  applied  against  the  income  subject  to 
the  rates  of  the  next  preceding  year  or  years  imtil  fully 
allowed/ 

The  foregoing  provision  applies  in  only  a  limited  class  of 
cases.  Its  effect  on  partners  and  on  stockholders  of  personal 
service  corporations  is  described  in  chapters  32  and  33  re- 
spectively. The  remaining  application  of  the  provision  is 
to  certain  stock  dividends  described  in  §93  when  received 
by  individuals. 

'^Section  206  of  the  statute  applies  to  a  partner's  share 
of  partnership  net  income ;  to  a  stockholder's  share  of  the 
net  income  of  a  personal  service  corporation;  and  to  stock 
dividends  received  by  a  taxpayer  between  January  1  and 
November  1,  1918,  or  declared  during  that  period  and  re- 
ceived by  the  taxpayer  after  November  1,  1918,  and  before 
March  27,  1919.  For  the  treatment  of  income  of  a  partner 
or  of  a  stockholder  in  a  personal  service  corporation  see  sec- 
tions 218  and  205  of  the  statute  and  articles  321-335,  1621 
and  1624.  For  the  treatment  of  stock  dividends  see  section 
201  and  articles  1546  and  1642.''* 

*The  method  of  ascertaining  the  precise  rate  applicable  to 
such  portions  of  stock  dividends  received  or  credited  in  1918 
as  are  taxable  at  rates  prescribed  for  previous  years  is  as 
follows:  The  amount  of  the  income  of  the  recipient  to 
which  the  1918  rates  are  applicable  is  first  ascertained.  To 
such  amount  is  then  added  the  amount  of  income  of  the 
recipient  liable  to  tax  at  the  1917  rates  and  the  table  of 
1917  rates  applied  to  see  in  which  brackets  such  income  falls. 
The  income  liable  to  1916  rates  is  then  added  and  the  table 
of  1916  rates  applied  to  it.  For  instance,  an  individual  has 
$20,000  of  income  liable  to  1918  rates  and  $25,000  of  divi- 
dends liable  to  1917  rates.  The  total  would  be  $45,000,  of 
which  $20,000  would  be  taxable  at  the  1918  rates  and  $20,- 
000  to  $45,000  at  the  surtax  rates  under  the  1917  table  ap- 

•  B.  A.  191S,  8m.  2(M.  «  neg,  45.  Art.  1611. 
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§  15       INCOME  TAX  ON  INDIVIDUALS  AND  CORPORATIONS 

plying:  to  income  over  $20,000.  In  order  that  the  correct- 
ness of  the  rates  may  be  verified,  taxpayers  reporting  stock 
dividends  at  other  than  1918  rates  will  be  required  to  render 
a  statement  at  the  time  of  filing  their  returns  showing: 
the  corporations  from  which  dividends  taking  other  than 
1918  rates  were  received,  with  the  particulars  of  the  divi- 
dends received  from  each.    See  also  article  1546."^ 


§16.  Rates  of  income  tax  on  corporations. — There  shall  be 
levied,  collected  and  paid  for  each  taxable  year,  beginning 
with  1919,  upon  the  net  income  of  every  corporation,  a  tax  at 
the  rate  of  10  per  cent  upon  the  amount  of  the  net  income 
in  excess  of  the  credits  described  in  §16.'*  The  rate  for  1918 
was  12  per  cent.  For  the  special  provisions  relating  to  vari- 
ous classes  of  corporations  see  Part  V. 

The  term  "taxable  year*'  means  the  calendar  year,  or 
the  fiscal  year  ending  during  such  calendar  year,  on  the 
basis  of  which  the  net  income  is  computed  as  described  in 
chapter  16.* 

"The  statute  imposes  an  income  tax  at  a  fixed  rate  on  all 
corporations  not  expressly  exempt.  See  section  231  of  the 
statute.    The  tax  is  upon  net  income,  as  defined  in  the 

»  Reg.  46.  Art.  1642.  Of.  T.  D.  2659.  Feb.  28,  1918. 

»  R.  A.  1918,  Sec.  280.  Cf.  R.  A.  1913,  Sec.  II-Gj  R.  A,  1916,  Sec.  10;  R.  A-  1917, 
Sec.  4.  Cf.  T.  D.  1606,  Mar.  29.  1910^  T.  D.  1676,  Feb.  14,  1911;  T.  D.  1742.  Dec.  15. 
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CREDITS  AGAmST  NET  INCOME  OF  CORPORATIONS       §16 

statute,  after  deducting  from  gross  income,  as  defined  in 
the  statute,  the  allowable  deductions.  See  sections  232,  233, 
234  and  235.  Certain  credits  are  allowed  against  net  income 
and  against  the  amount  of  the  tax.  See  sections  236  and 
238.  The  tax  is  payable  upon  the  basis  of  returns  rendered 
by  the  corporations  liable  thereto,  except  that  in  some  cases 
it  is  to  be  paid  at  the  source  of  the  income.  See  sections 
237, 239,  240  and  241.  The  statute  also  imposes  on  corpora- 
tions  a  war  profits  and  excess  profits  tax.  See  Part  II  B  of 
the  regulations.  For  the  income  tax  on  individuals,  for 
administrative  provisions,  and  for  definitions  and  general 
provisions,  see  Parts  I,  HI  and  IV  of  the  regulationsu"* 

'The  income  tax  on  corporations  is  at  the  rate  of  12 
per  cent  of  the  net  income  subject  to  tax  for  the  calendar 
year  1918  and  at  the  rate  of  10  per  cent  of  the  net  income 
subject  to  tax  for  the  calendar  year  1919  and  subsequent 
years.  In  order  to  determine  the  amount  subject  to  tax 
the  net  income,  as  defined  in  section  232  of  the  statute  and 
article  531  of  the  regulations,  is  first  entitled  to  the  credits 
specified  in  section  236  of  the  statute  and  article  591."* 

§16.  Credits  against  net  income  of  corporations^ — ^For  the 
purpose  of  the  income  tax  there  are  allowed  the  following 
credits  against  the  amount  of  net  income  of  corporations 
computed  as  described  in  chapter  16 : 

(a)  The  amount  received  as  interest  upon  obligations  of 
the  United  States  and  bonds  issued  by  the  War  Finance 
Corporation  to  the  extent  that  such  interest  is  included 
in  gross  income  under  chapter  10; 

(5)  The  amount  of  any  excess  profits  and  war  profits 
taxes  for  the  same  taxable  year  computed  as  described  in 
chapter  2; 

(c)  $2,000.' 

''After  ascertaining  the  net  income  of  a  domestic  corpora- 
tion it  is  allowed  as  credits  against  ^uch  net  income  before 
the  application  of  the  income  tax  rate  the  sum  of  $2,000, 
plus  the  amount  of  any  war  profits  and  excess  profits  tax 

^  Beg.  45,  Art.  501. 

•  Ber.  45.  Art.  602. 

•  R.  A.  ma.  Sec  280.    CC.  T.  D.  1937,  Jan.  26.  1914. 
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§16      INCOME  TAX  ON  INBIYXDUALS  AND  CORPORATIONS 

assessed  or  to  be  assessed  for  the  same  taxable  year,  and 
plus  the  amount  of  interest  not  entirely  exempt  from  tax 
received  upon  obligations  of  the  United  States  and  bonds  of 
the  War  Finance  Ck>rporation.  See  section  213(b)  of  the 
statute  and  articles  77-82.  Consequently,  in  the  case  of  cor- 
poration^  no  income  tax  is  imposed  on  any  interest  received 
upon  obligations  of  the  United  States  or  bonds  of  the  War 
Finance  Corporation.  A  foreign  corporation  is  allowed  the 
same  credits  other  than  the  sum  of  $2,000.  As  to  cor- 
porations with  fiscal  years  beginning  in  1917,  see  section 
205  and  article  1623.  For  the  purpose  of  the  war  profits 
and  excess  profits  tax  a  corporation  is  not  entitled  to  these 
credits.   See  also  section  216  and  articles  301-407."* 

«  Reff.  45.  Art  001. 
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CHAPTER  2 

Excess  Profits  Tax  on  Corporations 

§21.  Rates  of  tax.p— In  addition  to  the  income  tax  there 
shall  be  levied,  collected  and  paid  for  each  taxable  year,  be- 
ginning with  1919,  upon  the  net  income  of  every  corpora- 
tion an  excess  profits  tax  equal  to  the  sum  of  the  following: 

FIRST  BRACKET 

20  per  cent  of  the  amount  of  the  net  income  in  excess  of 
the  excess  profits  credit  described  in  §22  and  not  in  excess 
of  20  per  cent  of  the  invested  capitsd  computed  pursuant 
to  Part  ni  of  the  Manual; 

SECOND  BRACKET 

40  per  cent  of  the  amount  of  the  net  income  in  excess  of 
20  per  cent  of  the  invested  capital. 

In  any  case  where  the  full  amount  of  the  excess  profits 
credit  is  not  allowed  under  the  first  bracket  by  reason  of 
the  fact  that  such  credit  is  in  excess  of  20  per  cent  of  the  in- 
vested capital,  the  part  not  so  allowed  shall  be  deducted 
from  the  amount  in  the  second  bracket.^ 

For  the  taxable  year  1918  the  rate  under  the  first  bracket 
was  30  per  cent  and  under  the  second  bracket  was  65  per 
cent.  In  addition,  if  the  excess  profits  tax  for  the  taxable 
year  1918,  when  so  computed,  was  less  than  80  per  cent  of 
the  amount  of  the  net  income  in  excess  of  the  war  profits 
credit  described  in  §23,  then  the  tax  was  increased  by  the 
amount  of  such  excess.  The  effect  of  this  provision  was 
that  the  excess  profits  tax  or  the  war  profits  tax  was  paid, 
whichever  was  larger. 

For  special  provisions  affecting  various  classes  of  corpora- 
tions see  Part  V. 

The  term  '^xable  year*'  means  the  calendar  year,  or 
the  fiscal  year  ending  during  such  calendar  year,  on  the 

1  B.  A.  1918.  Sec.  901.    Cf.  T.  D.  2002,  Dec.  8,  1917. 
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§S1  EXCESS  PROFITS  TAX  ON  CORPORATIONS 

basis  of  which  the  net  income  is  computed  as  described  in 
chapter  16.* 

'"The  war  profits  and  excess  profits  tax,  like  the  income 
tax,  is  a  tax  upon  net  income.  See  Part  II  A  of  the  regula- 
tions. It  applies  only  to  corporations.  See  section  301  of 
the  statute  and  articles  711-720.  The  terms  'taxable  year/' 
^'fiscal  year,"  '^rsonal  service  corporation,"  "paid  or  ac- 
crued" and  "dividends,"  and  in  general  all  other  terms  used 
in  connection  with  the  income  tax,  have  here  the  same 
meaning  as  provided  for  the  purposes  of  the  income  tax. 
See  sections  1, 200  and  201  and  articles  1501-1510, 1523-1533 
and  1541-1549.  For  other  terms  see  sections  310  and  325 
and  articles  771  and  Sll-SlS."' 

"The  tax  is  imposed  upon  the  net  income  of  every  corpora- 
tion, domestic  or  foreign,  except  personal  service  corpora- 
tions and  certain  other  classes  of  corporations.  See  section 
304  of  the  statute  and  articles  751-763.  Special  provisions 
of  the  statute  deal  with  corporations  deriving  net  income 
from  Government  contracts  (see  section  1),  transportation 
corporations  (see  article  504),  corporations  partly  partaking 
of  the  nature  of  personal  service  corporations  (see  section 
303),  corporations  engaged  in  the  mining  of  gold  (see  sec- 
tion 304),  foreign  and  abnormal  corporations  (see  section 
327),  reorganized  and  consolidated  corporations  (see  sec- 
tions 330  and  331),  corporations  making  their  returns  upon 
the  basis  of  a  fiscal  year  (see  section  335),  and  corporations 
which  have  sold  mines  or  oil  or  gas  wells  (see  section  337). 
For  the  requirements  as  to  rendering  returns  see  section 
336."* 

"For  the  taxable  year  1919  and  subsequent  years,  (a)  if 
the  net  income,  as  defined  in  section  320(a)  (3)  of  the 
statute,  is  not  in  excess  of  20  per  cent  of  the  invested  cap- 
ital, as  defined  in  section  326,  then  under  the  first  bracket 
the  tax  payable  is  20  per  cent  of  the  amount  of  the  net 
income  in  excess  of  the  excess  profits  credit,  as  defined  in 
section  312,  and  the  second  bracket  is  not  applicable.  (6)  If 
the  net  income  is  in  excess  of  20  per  cent  of  the  invested 

•  R.  A.  1918,  Sec.  200. 

•  Res.  4S.  Art  701.    See  R.  A.  1918,  Sec.  SOO. 
«  Reg.  45,  Art.  711, 
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capital,  then  under  the  first  bracket  the  tax  is  20  per  cent 
of  the  excess  of  an  amount  of  net  income  equal  to  20  per 
cent  of  the  invested  capital  over  the  excess  profits  credit, 
and  under  the  second  bracket  the  tax  is  40  per  cent  of  the 
amount  of  the  remaininsr  net  income  less  any  excess  profits 
credit  not  exhausted  under  the  first  bracket.  The  sum  of 
the  taxes  computed  under  the  two  brackets  is  the  tax  pay- 
able.   But  see  the  following  article  and  section  302."* 

"For  the  taxable  year  1918,  (a)  if  the  net  income,  as 
defined  in  section  320(a)  (3)  of  the  statute,  is  not  in  excess 
of  20  per  cent  of  the  invested  capital,  as  defined  in  section 
826,  then  under  the  first  bracket  the  tax  is  30  per  cent  of 
the  amount  of  the  net  income  in  excess  of  the  excess  profits 
credit,  as  defined  in  section  312,  and  the  second  bracket  is 
not  applicable,    (b)  If  the  net  income  is  in  excess  of  20  per 
cent  of  the  invested  capital,  then  under  the  first  bracket  the 
tax  is  30  per  cent  of  the  excess  of  an  amount  of  net  income 
equal  to  20  per  cent  of  the  invested  capital  over  the  excess 
profits  credit,  and  under  the  second  bracket  the  tax  is  66 
per  cent  of  the  amount  of  the  remaining  net  income  less  any 
excess  profits  credit  not  exhausted  under  the  first  bracket, 
(c)  If  the  tax  under  (a)  or  the  aggregate  tax  under  (6) 
equals  or  exceeds  80  per  cent  of  the  amount  of  the  net  in- 
come in  excess  of  the  war  profits  credit,  as  defined  in  sec- 
tion 311,  then  the  tax  under  (a)  or  (b)  is  the  amount  of  the 
tax  payable.    But  if  such  tax  is  less  than  such  80  per  cent, 
then  the  tax  payable  is  80  per  cent  of  the  amount  of  the 
net  income  in  excess  of  the  war  profits  credit.    But  see  sec- 
tion 302  and  articles  731-733."* 

§22.  Excess  profits  credits — ^A  credit  against  net  income 
is  provided  for  the  purpose  of  computing  the  excess  profits   • 
tax  as  described  in  §21/  In  addition  to  a  specific  exemption 
of  $3,000  it  is  8  per  cent  of  the  invested  capital  for  the  tax- 
able year  as  determined  in  Part  m. 

'TThe  excess  profits  credit  consists  of  the  specific  exemp- 
tion of  $3,000  plus  an  amount  equal  to  8  per  cent  of  the  in- 

»  Reg,  45.  Art.  718.  •»  R.  A.  1018,  Sec.  812. 

•  Reg.  46,  Art  712. 
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vested  capital  for  the  taxable  year.  In  the  case  of  affiliated 
corporations  making  a  consolidated  return  only  one  specific 
exemption  of  $3,000  is  allowed.  See  also  sections  240  and 
305  of  the  statute  and  articles  716-720,743  and  761."* 

If  the  tax  is  computed  for  a  period  of  less  than  twelve 
months,  the  specific  exemption  of  $3,000,  wherever  referred 
to,  shall  be  reduced  to  an  amount  which  is  the  same  propor- 
tion of  $3,000  as  the  number  of  months  in  the  period  is  of 
twelvemonths.* 

'^The^specific  exemption  of  $3,000  is  apportioned  only  in 
the  case  where  a  return  is  made  covering  a  period  of  less 
than  twelve  months.  In  such  a  case  the  specific  exemption 
is  the  same  proportion  of  $3,000  as  the  number  of  months 
in  the  period  is  of  twelve  months,  any  fractional  part  of  a 
month  being  counted  as  the  number  of  days  in  such  part  of 
a  month  divided  by  30.  Thus,  in  the  case  of  a  corporation 
organized  May  12, 1918,  and  making  a  return  for  the  period 
ending  December  31,  1918,  the  exemption  is  $1,916.67,  that 
is,  the  same  proportion  of  $3,000  as  7  20/30  months  is  of  12 
months.  On  return  form  1120  this  apportionment  is  taken 
care  of  by  prorating  items  3  and  8  of  schedule  III.  This 
provision  is  inapplicable  where  the  return  is  made  for  a  full 
fiscal  year  begining  prior  to  January  1,  1918,  and  ending 
after  that  date,  even  though  the  income  for  such  fiscal  year 
is  not  subject  to  full  taxation  under  the  present  statute."* 


§23.  War  profits  credit. — ^A  credit  against  net  income  is 
provided  for  the  purpose  of  the  computation  of  the  war 
profits  tax  under  §21.*  In  view  of  the  great  majority  of 
corporations  not  being  liable  to  the  war  profits  tax,  as  dis- 
tinguished from  the  excess  profits  tax,  for  the  taxable  year 
1919,  this  provision  is  chiefly  important  as  applying  to 
returns  for  1918. 

The  war  profits  credit  in  the  ordinary  case  consists  of  a 

specific  exemption  of  $3,000  plus  an  amount  equal  to  the 

*  average  net  income  of  the  corporation  for  the  prewar  period, 

•  Regr.  46.  Art.  791.  »  Beg.  46,  Art.  761. 

»  B.  A.  Idl8»  Sec.  a05.  •  B.  A.  1018.  Sec.  811. 
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plus  or  minus,  as  the  case  may  be,  10  per  cent  of  the  differ- 
ence between  the  average  invested  capital  for  the  prewar 
period  and  the  invested  capital  for  the  taxable  year.  As  in- 
dicated later  in  this  section  and  in  the  following  section, 
however,  special  circumstances  may  affect  the  computation 
of  the  war  profits  credit. 
The  term  "prewar  period'*  means  the  calendar  years  1911, 

1912  and  1918,  but  if  a  corporation  was  not  in  existence  dur- 
ing the  whole  of  such  period,  then  as  many  of  such  years 
during  the  whole  of  which  the  corporation  was  in  existence/ 

**The  prewar  period  in  the  case  of  each  corporation  covers 
so  many  of  the  calendar  years  1911,  1912  and  1918  during 
the  whole  of  which  it,  or  a  predecessor  trade  or  business, 
was  in  existence.  See  section  880  of  the  statute  and  articles 
931-934.  If  a  new  enten^ise  was  launched  in  corporate 
form  in  June,  1912,  its  prewar  period  would  accordingly  be 
the  calendar  year  1913.  The  prewar  period  when  mentioned 
without  reference  to  any  particular  corporation  means  the 
calendar  years  1911,  1912  and  1913.*'* 

In  computing  the  war  profits  credit  the  net  income  of  a 
corporation  shall  be  ascertained  and  returned  for  the  cal- 
endar years  1911  and  1912  as  provided  in  section  38  of  the 
Revenue  Act  of  1909,  except  that  taxes  imposed  by  such 
section  and  paid  by  the  corporation  within  the  year  shall 
be  included,  and  for  the  calendar  year  1918  as  provided  in 
section  n  of  the  Revenue  Act  of  1913,  except  that  taxes  im- 
posed by  section  38  of  the  Revenue  Act  of  1909  and  paid  by 
the  corporation  within  the  year  shall  be  included  and  ex- 
cept that  the  amounts  received  by  it  as  dividends  upon  the 
stock  or  from  the  net  earnings  of  other  corporations  Sub- 
ject to  the  tax  imposed  by  section  n  of  the  Revenue  Act  of 

1913  shall  be  deducted.  The  average  net  income  for  the 
prewar  period  shaU  be  determined  by  dividing  the  number 
of  years  within  that  period  during  the  whole  of  which  the 
corporation  was  in  existence  into  the  sum  of  the  net  income 
for  such  years,  even  though  there  may  have  been  no  net 
income  for  one  or  more  of  such  years.* 

•  R.  A.  1918,  See.  810.  •  R.  A.  1918.  Sec.  820. 

*  Reg.  45,  Art.  771. 
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'The  net  income  of  a  corporation  for  the  purpose  of  the 
imposition  of  the  war  profits  and  excess  profits  tax  is  the 
same  net  income  as  determined  for  the  purpose  of  the  in* 
come  tax.  See  section  232  of  the  statute  and  article  531. 
For  the  prewar  period,  however,  the  net  income  of  a  cor- 
poration  is  to  be  ascertained  in  the  case  of  the  calendar 
years  1911  and  1912  as  provided  in  section  38  of  the  Act  of 
Aufirust  6,  1909,  and  in  the  case  of  the  calendar  year  1913 
as  provided  in  section  II  of  the  Act  of  October  3,  1913,  ex- 
cept that  in  either  case  the  amount  of  any  taxes  imposed 
by  section  38  of  the  Act  of  August  5,  1909,  and  paid  within 
the  year  in  question  should  be  included  and  that  in  the  case 
of  the  calendar  year  1913  any  dividends  received  from  other 
corporations  taxed  under  section  II  of  the  Act  of  October 
3,  1913,  should  be  deducted."* 

•'Ordinarily  the  war  profits  credit  consists  of  the  sum  of 
the  specific  exemption  of  $3,000  and  an  amount  equal  to  the 
average  net  income  of  the  corporation  for  the  prewar  period, 
plus  10  per  cent  of  the  excess  of  the  invested  capital  for  the 
taxable  year  over  the  average  invested  capital  for  the  pre- 
war period,  or  minus  10  per  cent  of  the  excess  of  the  average 
invested  capital  for  the  prewar  period  over  the  invested  cap- 
ital for  the  taxable  year.  If  a  return  is  made  for  a  period 
of  less  than  twelve  months,  the  amount  equal  to  the  average 
net  income  for  the  prewar  period  plus  or  minus  10  per  cent 
of  the  difference  between  the  average  invested  capital  for 
the  prewar  period  and  the  invested  capital  of  the  taxable 
year  shall  be  reduced  to  the  same  proportion  thereof  as  the 
number  of  months  in  the  period  is  of  twelve  months.  See 
section  305  of  the  statute  and  article  761.  The  same  result 
is  reached  in  schedule  IV  of  return  form  1120  by  computing 
the  war  profits  credit  for  a  full  year  and  taking  a  fractional 
part  of  the  result.  If  at  the  time  a  return  is  made  the  net 
income  for  the  prewar  period  or  the  difference  between  the 
average  invested  capital  for  the  prewar  period  and  the  in- 
vested capital  for  the  taxable  year  can  not  be  determined, 
the  war  profits  credit  shall  be  computed  in  the  first  instance 
as  provided  in  the  following  article.     If  either  of  these 

•  liog.    4S,    Art.    801. 
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amounts  can  not  eventually  be  determined,  the  war  profits 
credit  shall  be  finally  detennined  as  provided  in  the  follow- 
ing article.  See  also  section  827  and  articles  716-720,  743 
and  901/"  -,,^ 

''If  a  corporation  had  no  net  income  for  the  prewar  period, 
or  if  the  war  profits  credit  as  ordinarily  computed  (exclu- 
sive of  the  sp^dfic  exemption  of  $3,000)  is  less  than  10  per 
cent  of  its  invested  capital  for  the  taxable  year,  then  the 
war  profits  credit  consists  of  the  sum  of  the  specific  exemp- 
tion of  $3,000  and  an  amount  equal  to  10  per  cent  of  the 
corporation's  invested  capital  for  the  taxable  year.  See 
article  720."* 

§24.    War  profits  credit  where  no  prewar  period. — ^If  a 

corporation  was  not  in  existence  during  the  whole  of  at 
least  one  calendar  year  during  the  prewar  period,  then,  ex- 
cept as  provided  below  in  this  section,  the  war  profits 
credit  shall  be  the  sum  of  (1)  a  specific  exemption  of 
$3,000,  and  (2)  an  amount  equal  to  the  same  percentage  of 
the  invested  capital  of  the  taxpayer  for  the  taxable  year  as 
the  average  percentage  of  net  income  to  invested  capital, 
for  the  prewar  period,  of  corporations  engaged  in  a  trade  or 
business  of  the  same  general  class  as  that  conducted  by  the 
taxpayer;  but  such  amount  shall  in  no  case  be  less  than  10 
per  cent  of  the  invested  capital  of  the  taxpayer  for  the  tax- 
able year.  Such  average  percentage  shall  be  determined  by 
the  Commissioner  on  the  basis  of  data  contained  in  returns 
made  under  the  Revenue  Act  of  1917,  and  the  average 
known  as  the  median  shall  be  used.  If  such  average  per- 
centage has  not  been  detennined  and  published  at  least  30 
days  prior  to  the  time  when  the  return  of  the  taxpayer  is 
due,  then  for  purposes  of  such  return  10  per  cent  shall  be 
used  in  lieu  thereof;  but  such  average  percentage  when  de- 
termined shall  be  used  for  the  purposes  of  chapter  26  in 
determining  the  correct  amount  of  the  tax/ 

*Tf  a  corporation  had  no  prewar  period,  then  the  war 
profits  credit  consists  of  the  sum  of  the  specific  exemption  of 

»  Beg.  45,  Art.  781.  »  R.  A.  1918.  Sec.  311(c). 

•  Reg.  45«  Art.  782. 
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$3,000  and  an  amount  equal  to  the  same  percentage  of  the 
invested  capital  for  the  taxable  year  as  the  average  per- 
centage of  net  income  to  invested  capital  for  the  prewar 
period  of  corporations  engaged  in  a  trade  or  business  of  the 
same  general  class  as  that  conducted  by  the  taxpayer,  but 
not  less  than  10  per  cent  of  its  invested  capital  for  the  tax- 
able year.  The  war  profits  credit  shall  be  computed  in  the 
first  instance  on  the  basis  of  10  per  cent  of  the  invested  cap- 
ital, and  when  the  average  percentage  of  corporations  en- 
gaged in  the  same  general  class  of  trade  or  business  has  been 
determined  the  amount  of  the  tax  will  if  necessary  be  recom- 
puted. See  section  250  of  the  statute  and  articles  784  and 
1001."^ 

Early  in  December,  1919,  the  Internal  Revenue  Bureau 
issued  a  schedule  of  average  percentages  compiled  pursuant 
to  the  requirement  of  the  statute,  prefacing  it  as  follows : 

''Section  811  of  the  Revenue  Act  of  1918  provides  that  a 
corporation  which  was  not  in  existence  during  the  whole  of 
at  least  one  calendar  year  during  the  prewar  period,  and 
therefore  received  no  income  during  the  prewar  period,  shall 
be  allowed  a  specific  exemption  of  $3,000  and  'an  amount 
equal  to  the  same  percentage  of  the  invested  capital  of  the 
taxpayer  for  the  taxable  year  as  the  average  percentage  of 
net  income  to  invested  capital,  for  the  prewar  period,  of 
corporations  engaged  in  trade  or  business  of  the  same  gen- 
eral class  as  that  conducted  by  the  taxpayer;  but  such 
amount  shall  in  no  case  be  less  than  10  per  centum  of  the 
invested  capital  of  the  taxpayer  for  the  taxable  year.  Such 
average  percentage  shall  be  determined  by  the  Commis- 
sioner on  the  basis  of  data  contained  in  returns  made  under 
Title  II  of  the  Revenue  Act  of  1917,  and  the  average  known 
as  the  median  shall  be  used.' 

"In  pursuance  of  this  requirement  of  the  law,  the  accom- 
panying table  of  medianii  has  been  compiled  and  will  be 
used  in  complying  with  section  250(b),  which  provides,  'As 
soon  as  practicable  after  the  return  is  filed,  the  Commis- 
sioner shall  examine  it.  If  it  then  appears  that  the  correct 
amount  of  the  tax  is  greater  or  less  than  that  shown  in  the 

iReg.   45,   Art  788. 
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return,  the  installments  shall  be  recomputed.  If  the  amount 
already  paid  exceeds  that  which  should  have  been  paid  on 
the  basis  of  the  installments  as  recomputed,  the  excess  so 
paid  shall  be  credited  against  the  subsequent  installments; 
and  if  the  amount  already  paid  exceeds  the  correct  amount 
of  the  tax,  the  excess  shall  be  credited  or  refunded  to  the 
taxpayer  in  accordance  with  the  provisions  of  section  262/ 

'Inasmuch  as  the  examination  of  all  returns  filed  will  not 
be  completed  by  the  due  date  of  the  last  installment  of  1918 
taxes,  it  is  suggested  that  the  taxpayers  entitled  to  credit, 
based  on  the  appropriate  median  shown  in  the  acompanying 
tables,  may  recompute  their  tax  using  a  war  profits  credit 
based  on  such  median,  and  file  claim  for  abatement  for  as 
much  of  the  last  installment  of  the  outstanding  assessment 
as  the  total  tax  assessed  exceeds  the  tax  so  recomputed.  In 
any  case  where  the  amount  already  paid  exceeds  the  amount 
due,  with  the  benefit  of  the  median,  claim  for  refund  should 
also  be  filed  on  form  46.'' 

The  schedule  of  percentages  issued  by  the  Bureau  is  set 
forth  in  Appendix  E. 

The  war  profits  credit  shaD  be  determined  in  the  manner 
provided  in  the  last  paragraph  of  the  preceding  section,  in- 
stead of  in  the  manner  provided  in  this  section,  in  the  case 
of  any  corporation  which  was  not  in  existence  during  the 
whole  of  at  least  one  calendar  year  during  the  prewar 
period,  if  (1)  a  majority  of  its  stock  at  any  time  during  the 
taxable  year  is  owned  or  controUed,  directly  or  indirectly, 
by  a  corporation  which  was  in  existence  during  the  whole 
of  at  least  one  calendar  year  during  the  prewar  period,  or  if 
(2)  60  per  cent  or  more  of  its  gross  income  consists  of  gains, 
profits,  commissions  or  other  income  derived  from  a  Govern- 
ment contract  or  contracts  made  between  April  6, 1917,  and 
November  11, 1918,  both  dates  inclusive.*  ■'jp^j^'rai 

*lt  a  corporation  had  no  prewar  period,  but  (a)  if  a 
majority  of  its  stock  at  any  time  during  the  taxable  year 
was  owned  or  controlled  by  a  corporation  which  was  in  ex- 
istence during  the  whole  of  at  least  one  calendar  year  dur- 


•B.  A.  1918,  See.  811(d). 
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ing  the  prewar  period,  or  (h)  if  50  per  cent  or  more  of  its 
gross  income  consisted  of  income  derived  from  Government 
contracts  made  after  April  5,  1917,  and  before  November 
12,  1918,  then  the  war  profits  credit  is  to  be  determined  as 
provided  in  article  782  instead  of  in  the  manner  provided  in 
article  788,    See  section  1  of  the  statute  and  article  1510/'* 


§25.  Limitation  of  tax. — ^Beginning  with  the  year  1919, 
the  tax  computed  as  described  in  §21  shall  in  no  case  be  more 
than  20  per  cent  of  the  amount  of  the  net  income  in  excess 
of  $3,000  and  not  in  excess  of  $20,000,  plus  40  per  cent  of 
the  amount  of  the  net  income  in  excess  of  $20,000.*  For  the 
year  1918  the  percentages  were  30  per  cent  and  80  per  cent 
respectively. 

^In  any  case  where  the  net  income  is  at  least  $20,000  the 
computation  under  section  302  of  the  statute  may  be 
shortened  as  follows: 

(1)  The  tax  imposed  by  subdivision  (a)  of  section  301 
shall  not  exceed  $5,100,  plus  80  per  cent  of  the  amount  of 
the  net  income  in  excess  of  $20,000 ;  and 

(2)  The  tax  imposed  by  subdivision  (b)  of  section  301 
shall  not  exceed  $3,400,  plus  40  per  cent  of  the  amount  of 
the  net  income  in  excess  of  $20,000. 

Where  the  net  income  is  less  than  $20,000  the  tax  shall 
not  exceed  30  per  cent  or  20  per  cent,  as  the  case  may  be, 
of  the  amount  of  the  net  income  in  excess  of  $3,000.'" 

*'When  a  return  is  rendered  for  a  fractional  part  of  a 
year  the  limitation  shall  be  computed  by  taking  that  pro- 
portion of  $3,000  and  $20,000,  respectively,  which  the  period 
covered  by  the  return  bears  to  a  full  year.  The  rates  of 
tax,  however,  will  not  be  affected  and  should  be  applied  as 
in  the  ordinary  case."* 

§26.  Examples  of  compntation  of  tax^ — 1.  The  following 
is  an  illustration  of  the  computation  of  the  tax  under  the 
1918  rates  and  also  under  the  1919  rates: 

•  Reg.  45.  Art  784.  •  Reg.  45.  Art.  781. 

«  R.  A.  1918,  Sec.  302.  •  Reg.  45,  Art.  732. 
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"A  corporation  has  an  average  prewar  invested  capital 
of  $50,000,  an  average  prewar  net  income  of  $10,000,  an 
invested  capital  for  1918  of  $100,000,  a  net  income  for  1918 
of  $40,000,  an  invested  capital  for  1919  of  $110,000,  and  a 
net  income  of  $60,000. 

(1)  For  1918  the  excess  profits  credit  is  a  specific  exemp- 
tion of  $3,000,  plus  8  per  cent  of  the  invested  capital  (i.  e., 
8  per  cent  of  $100,000)  or  $8,000,  making  a  total  of  $11,000. 
See  section  312  of  the  statute  and  article  791.  The  war  prof- 
its credit  is  a  specific  exemption  of  $3,000,  plus  the  average 
prewar  net  income  or  $10,000,  plus  or  minus  10  per  cent  of 
the  difference  between  the  average  prewar  invested  capital 
and  the  invested  capital  for  1918.  In  this  case  it  is  plus, 
because  the  invested  capital  for  1918  is  greater  than  the 
average  prewar  invested  capitaL  The  amount  added  is 
10  per  cent  of  the  difference  between  $100,000  and  $60,000, 
i.  e.,  10  per  cent  of  $60,000,  or  $6,000,  making  a  total  war 
profits  credit  of  $18,000.   See  section  311  and  article  781. 

First  bracket. — ^The  amount  or  portion  of  the  net  income 
($40,000)  in  excess  of  the  excess  profits  credit  ($11,000) 
and  not  in  excess  of  20  per  cent  of  the  invested  capital  (i.  e., 
20  per  cent  of  $100,000)  or  $20,000  is  $9,000.  The  tax  com- 
puted under  this  bracket  is  30  per  cent  of  this  amount  (i.  e., 
30  per  cent  of  $9,000)  or  $2,700. 

Second  bracket. — ^The  amount  or  portion  of  the  net  income 
($40,000)  in  excess  of  20  per  cent  of  the  invested  capital 
(i.  e.,  20  per  cent  of  $100,000)  or  $20,000  is  $20,000.  The 
tax  computed  under  this  bracket  is  65  per  cent  of  this 
amount  (i.  e.,  65  per  cent  of  $20,000)  or  $13,000. 

Third  bracket. — ^Eighty  per  cent  of  the  amount  or  por- 
tion of  the  net  income  in  excess  of  the  war  profits  credit 
(1.  e.,  80  per  cent  of  the  amount  by  which  $40,000  exceeds 
$18,000,  or  $22,000)  is  $17,600.  The  amount  of  the  tax  com- 
puted under  the  first  and  second  brackets  ($2,700  plus 
$13,000)  is  $16,700.  The  tax  computed  under  this  bracket 
is  the  amount  by  which  $17,600  exceeds  $16,700,  or  $1,900. 

Total  tax. — ^The  total  tax  for  1918  is  the  sum  of  the  taxes 
computed  under  the  three  brackets  (i.  e.,  $2,700  plus  $13,- 
000  plus  $1,900)  or  $17,600. 
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(2)  For  1919  the  excess  profits  credit  is  a  specific  exemp- 
tion of  $3,000  plus  8  per  cent  of  the  invested  capital  (i.  e., 
8  per  cent  of  $110,000)  or  $8,800,  a  total  of  $11,800.  See 
section  812  and  article  791. 

First  bracket. — ^The  amount  or  portion  of  the  net  income 
($50,000)  in  excess  of  the  excess  profits  credit  ($11,800) 
and  not  in  excess  of  20  per  cent  of  the  invested  capital  (i.  e., 
20  per  cent  of  $110,000)  or  $22,000,  is  $10,200.  The  tax 
computed  under  this  bracket  is  20  per  cent  of  this  amount 
(i.  e.,  20  per  cent  of  $10,200)  or  $2,040. 

Second  bracket. — ^The  amount  or  portion  of  the  net  in- 
come ($50,000)  in  excess  of  20  per  cent  of  the  invested  cap- 
ital (i.  e.,  20  per  cent  of  $110,000)  or  $22,000,  is  $28,000. 
The  tax  computed  under  this  bracket  is  40  per  cent  of  this 
amount  (i.  e.,  40  per  cent  of  $28,000),  or  $11,200. 

Total  tax.— The  total  tax  for  1919  is  the  sum  of  the  taxes 
computed  under  the  two  brackets  (i.  e.,  $2,040  plus  $11,200) 
or  $13,240."' 

2.  The  following  is  an  illustration  of  the  computation  of 
the  tax  for  1918  in  a  situation,  modifying  the  last  example, 
where  the  war  profits  tax  is  less  than  the  excess  profits  tax 
and  is  accordingly  disregarded: 

'If  the  corporation  used  an  an  iUustration  in  article  716 
had  an  average  prewar  net  income  of  $20,000  instead  of 
$10,000,  the  excess  profits  credit  and  the  tax  for  1918  com- 
puted under  the  first  and  second  brackets  would  be  the 
same,  but  the  war  profits  credit  and  the  tax  computed  under 
the  third  bracket  would,  not  be  the  same.  The  war  profits 
credit  would  be  a  specific  exemption  of  $3,000  plus  the  aver- 
age prewar  net  income  or  $20,000,  plus  10  per  cent  of  $50,- 
000  (the  difference  in  invested  capital)  or  $5,000,  making 
a  total  war  profits  credit  of  $28,000. 

Third  bracket. — ^Eighty  per  cent  of  the  amount  of  the 
net  income  in  excess  of  the  war  profits  credit  (i.  e.,  80  per 
cent  of  the  amount  by  which  $40,000  exceeds  $28,000  or 
80  per  cent  of  $12,000)  is  $9,600.  The  amount  of  the  tax 
computed  under  the  first  and  second  brackets  ($2,700  plus 

T  Beg.  45,  Art  Tift. 
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$13,000)  is  $16,700.  There  is  accordingly  no  tax  under  the 
third  bracket,  as  $9,600  does  not  exceed  $16,700. 

Total  tax.— The  total  tax  for  1918  is  the  sum  of  the  taxes 
compated  under  the  three  brackets  (i.  e«,  $2,700  plus  $13,000 
plus  nothing)  or  $16,700.  The  total  tax  for  1919  would, 
of  course,  be  the  same  as  in  article  716.''* 

3.  The  following  is  an  iUustration  of  the  computation  of 
the  tax  for  1918  in  a  situation  where  the  excess  profits 
credit  is  not  exhausted  under  the  first  bracket: 

^A  corporation  has  an  average  prewar  invested  capital  of 
$20,000,  an  average  prewar  net  income  of  $7,000,  and  in- 
vested capital  and  net  income  for  1918  of  the  same  amounts, 
respectively.  The  excess  profits  credit  is  a  specific  exemp- 
tion of  $3,000  plus  8  per  cent  of  the  invested  capital  (i.  e.,  8 
per  cent  of  $20,000)  or  $1,600,  a  total  of  $4,600.  The  war 
profits  credit  is  a  specific  exemption  of  $3,000  plus  the  aver- 
age prewar  net  income  of  $7,000,  a  total  of  $10,000.  There 
is  nothing  further  to  be  added  or  deducted  in  this  case,  as 
there  is  no  difference  between  the  average  invested  capital 
for  the  prewar  period  and  the  invested  capital  for  the  tax- 
able year. 

First  bracket. — ^The  excess  profits  credit  ($4,600)  ex- 
ceeds 20  per  cent  of  the  invested  capital  (20  per  cent  of 
$20,000)  or  $4,000,  and  there  is  no  amount  taxable  under 
this  bracket. 

Second  bracket. — ^The  portion  of  the  net  income  ($7,000) 
in  excess  of  20  per  cent  of  the  invested  capital  (20  per  cent 
of  $20,000)  or  $4,000  is  $3,000.  In  this  case,  however,  the 
full  amount  of  the  excess  profits  credit  could  not  be  allowed 
under  the  first  bracket,  so  that  the  $3,000  which  would 
ordinarily  be  taxable  under  this  bracket  is  reduced  by  the 
amount  of  the  excess  profits  credit  not  allowed  under  the 
first  bracket  ($600),  leaving  only  $2,400  taxable  under  this 
bracket.  The  tax  computed  under  this  bracket  is  66  per  cent 
of  this  amount  (i.  e.,  66  per  cent  of  $2,400)  or  $1,660. 

Third  bracket.— The  war  profits  credit  ($10,000)  exceeds 
the  net  income  ($7,000),  so  that  there  is  no  tax  under  thir 
bracket.  p 

•  Reg,  46,  Art.  717. 
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Total  tax.— The  total  tax  for  1918  would  be  the  sum  of 
the  taxes  computed  under  the  three  brackets  (i.  e.,  nothing: 
plus  $1,660  plus  nothing)  or  $1,660,  were  it  not  that  section 
802  provides  that  the  maximum  tax  shall  not  in  this  case 
exceed  $1,200.  See  articles  731-733.  The  total  tax  for  1918 
is  therefore  $1,200."* 

4.  The  following  is  an  illustration  of  the  computation  of 
the  tax  for  1918  in  a  situation  where  the  return  must  be 
made  for  a  period  of  less  than  12  months: 

"A  corporation  which  has  reported  on  the  basis  of  the 
fiscal  year  ending  March  31, 1918,  later  changes  to  a  calendar 
year  basis  and  files  a  return  covering  the  9  months  from 
April  1, 1918,  to  December  31, 1918.  It  had  an  average  pre- 
war capital  of  $50,000,  an  average  prewar  net  income 
of  $3,500,  an  invested  capital  for  the  9  months  end- 
ing December  31,  1918,  of  $120,000,  and  a  net  income  for 
such  period  of  $50,000.  The  computation  in  this  illustration 
follows  the  directions  contained  in  return  form  1120  and 
proportionately  reduces  items  3  and  8  of  schedule  HI  and 
items  1  and  2  of  column  2  of  schedule  IV.  It  should  be  noted 
that  this  is  a  somewhat  different  method  of  arriving  at  the 
same  result  which  would  be  reached  under  a  literal  applica- 
tion of  sections  305,  311(a)  (2)  and  326(d)  of  the  statute. 
The  excess  profits  credit  is  computed  by  adding  the  specific 
exemption  of  $3,000  to  8  per  cent  of  the  full  invested  capital 
of  $120,000,  or  $9,600,  a  total  of  $12,600,  and  taking  9/12  of 
this  result,  or  $9,450,  as  the  excess  profits  credit.  See  item 
3  of  schedule  III  of  form  1120.  The  war  profits  credit  is 
computed  by  adding  the  specific  exemption  of  $3,000  to  10 
per  cent  of  the  full  invested  capital  of  $120,000,  or  $12,000,  a 
total  of  $15,000,  and  taking  9/12  of  this  result,  or  $11,250, 
as  the  war  profits  credit.  See  item  8,  of  schedule  III  of  form 
1120.  The  war  profits  credit  is  computed  in  this  case  under 
section  311(b),  because  the  amount  computed  under  section 
311(a)  (2)  is  less  than  10  per  cent  of  the  invested  capital. 
The  amount  computed  under  section  311(a)  (2)  would  be 
the  sum  of  the  average  prewar  net  income,  or  $3,500,  plus 
10  per  cent  of  the  amount  by  which  the  full  invested  capital 

•  Re«.  4«5.  Art.  718.  "^ 
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of  $120,000  actually  used  during  the  taxable  period  exceeds 
the  average  prewar  invested  capital  of  $60,000  (i.  e.,  10  per 
cent  of  $70,000),  or  $7,000,  a  total  of  $10,500.  See  items  4 
and  5  of  schedide  III  of  form  1120.  This  amoimt  is  less 
than  10  per  cent  of  the  full  invested  capital  for  the  taxable 
year  as  computed  under  section  Sll(b).  See  item  6  of 
schedule  III  of  form  1120. 

"First  bracket. — ^The  amount  or  portion  of  the  net  income 
($50,000)  in  excess  of  the  excess  profits  credit  ($9,450)  and 
not  in  excess  of  9/12  of  20  per  cent  of  the  invested  capital 
(i.  e.,  9/12  of  20  per  cent  of  $120,000),  or  $18,000,  is  $8,550. 
The  tax  computed  under  this  bracket  is  30  per  cent  of  this 
amount  (i.  e.,  30  per  cent  of  $8,550),  or  $2,565. 

"Second  bracket. — ^The  amount  or  portion  of  the  net  in- 
come ($50,000)  in  excess  of  9/12  of  20  per  cent  of  the  in- 
vested capital  (i.  e.,  9/12  of  20  per  cent  of  $120,000),  or  $18,- 
000,  is  $32,000.  The  tax  computed  under  this  bracket  is  66 
per  cent  of  this  amount  (i.  e.,  66  per  cent  of  $32,000),  or 
$20,800. 

"Third  bracket. — 80  per  cent  of  the  amount  or  portion  of 
the  net  income  in  excess  of  the  war  profits  credit  (i.  e.,  80 
per  cent  of  the  amount  by  which  $60,000  exceeds  $11,260, 
or  $38,760),  is  $31,000.  The  amount  of  the  tax  computed 
under  the  first  and  second  brackets  ($2,665  plus  $20,800)  is 
$23,365.  The  tax  computed  under  this  bracket  is  the  amount 
by  which  $31,000  exceeds  $23,365,  or  $7,635. 

"Total  tax. — ^The  total  tax  will  be  the  sum  of  the  taxes 
computed  under  the  three  brackets  (i.  e.,  $2,566  plus  $20,800 
plus  $7,635)  or  $31,000."* 

5.  The  following  illustration  of  the  computation  of  the 
limitation  of  the  tax  described  in  §25  refers  to  the  last  ex- 
ample. 

"If  in  the  illustration  used  in  article  720  the  invested  cap- 
ital had  been  $100,000  and  the  net  income  $80,000,  the  tax 
computed  under  section  301(a)  of  the  statute  would  be 
$56,200.  Section  302  provides,  however,  that  the  tax  under 
section  301(a)  shall  not  be  more  than  30  per  cent  of  the 


1  Eeg.  45.  Art.  720.     Of.  T.  D.  2689.  Apr.  1,  1918. 
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net  income  in  excess  of  $3,000  and  not  in  excess  of  $20,000 
plus  80  per  cent  of  the  net  income  in  excess  of  $20,000.  In 
this  case  the  return  is  for  three-fourths  of  a  year  and  the 
$3,000  and  $20,000  are  reduced  to  $2,260  and  $15,000  re- 
spectively. The  tax  is  therefore  30  per  cent  of  $12,750  (the 
difference  between  $2,250  and  $15,000),  plus  80  per  cent  of 
$65,000  (the  balance  of  the  net  income),  a  total  of  $55,825. 
The  tax  under  section  301(a),  amounting  to  $56,200,  will 
accordingly  be  reduced  to  $55,825."* 

§27.  Determination  of  tax  in  special  cases^ — ^In  the  fol- 
lowing cases  the  tax  shall  be  determined  as  provided  in  this 
section: 

(1)  Where  the  C!ommissioner  is  unable  to  determine  the 
invested  capital  as  provided  in  Part  III; 

(2)  Where  a  mixed  aggregate  of  tangible  property  and 
intangible  property  has  been  paid  in  for  stock  or  for  stock 
and  bonds  and  the  Commissioner  is  unable  satisfactorily  to 
determine  the  respective  values  of  the  several  classes  of 
property  at  the  time  of  payment,  or  to  distinguish  the 
classes  of  property  paid  in  for  stock  and  for  bonds,  re- 
spectively; 

(3)  Wliere  upon  application  by  the  corporation  the  Com- 
missioner finds  and  so  declares  of  record  that  the  tax  if 
determined  without  benefit  of  this  section  would,  owing  to 
abnormal  conditions  affecting  the  capital  or  income  of  the 
corporation,  work  upon  the  corporation  an  exceptional  hard- 
ship evidenced  by  gross  disproportion  between  the  tax  com- 
puted without  benefit  of  this  section  and  the  tax  computed 
by  reference  to  the  representative  corporations  specified  be- 
low. This  subdivision  shall  not  apply  to  any  case  (a)  in 
which  the  tax  (computed  without  benefit  of  this  section)  is 
high  merely  because  the  corporation  earned  within  the  tax- 
able  year  a  high  rate  of  profit  upon  a  normal  invested  capi- 
tal, nor  (6)  in  which  50  per  cent  or  more  of  the  gross  income 
of  the  corporation  for  the  taxable  year  consists  of  gains, 
profits,  commissions  or  other  income  derived  on  a  cost-plus 
basis  from  a  Government  contract  or  contracts  made  be- 

«  Reg,  45,  Art  733. 
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tween  April  6,  1917,  and  November  11,  1918,  both  dates 
inclusive/ 

'In  the  cases  specified  in  section  327  of  the  statute  the 
tax  will  be  specially  determined  under  the  provisions  of  sec- 
tion 328,  but  the  tax  will  not  ordinarily  be  computed  under 
section  328  merely  because  the  corporation's  form  or  man- 
ner of  orcranization,  or  the  limitations  imposed  by  section 
326,  result  in  a  greater  tax  than  would  otherwise  be  pay- 
able. A  corporation  which  comes  within  the  provisions  of 
subdivision  (d)  of  section  327  may  make  application  for  as- 
sessment under  the  provisions  of  section  328,  which  applica- 
tion shall  be  attached  to  its  return  in  the  form  of  a  state- 
ment setting  forth  in  full:  (a)  the  reasons  why  the  tax 
should  be  so  determined;  (&)  the  facts  upon  which  such 
reasons  are  based;  (c)  an  exact  description  of  each  trade 
or  business  or  important  branch  of  a  trade  or  business  car- 
ried on  by  it ;  (d)  a  statement  of  the  invested  capital  and  net 
income  for  each  year  since  the  beginning  of  the  prewar 
period;  and  (e)  a  statement  showing  the  amount  of  gains, 
profits,  commissions  or  other  income  derived  on  a  cost-plus 
basis  from  Government  contracts  made  after  April  5,  1917, 
and  before  November  12,  1918,  and  showing  the  per  cent 
which  such  income  is  of  the  total  income  of  the  corporation. 
See  sections  1  and  326  and  articles  831-871  and  1510."* 

In  the  cases  specified  above  the  tax  shall  be  the  amount 
which  bears  the  same  ratio  to  the  net  income  of  the  tax- 
payer (in  excess  of  the  specific  exemption  of  $3,000)  for  the 
taxable  year,  as  the  average  tax  of  representative  corpora- 
tions engaged  in  a  like  or  similar  trade  or  business  bears 
to  their  average  net  income  (in  excess  of  the  specific  exemp- 
tion of  |3,000)  for  such  year.  In  computing  the  tax  under 
this  section  the  C!ommissioner  shall  compare  the  taxpayer 
only  with  representative  corporations  whose  invested  capital 
can  be  satisfactorily  determined  as  described  in  Part  m 
and  which  are  as  nearly  as  may  be  similarly  circumstanced 
with  respect  to  gross  income,  net  income,  profits  per  unit  of 
business  transacted  and  capital  employed,  the  amount  and 

•  R.  A.  1918,  Sec  827.    Of.  T.  D.  2688.  Ittrch  26.  1018. 
«Beg.  46,  Art  Ml. 
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rate  of  war  profits  or  excess  profits,  and  all  other  relevant 
facts  and  circumstances.  For  the  purposes  hereof  the  ratios 
between  the  average  tax  and  the  average  net  income  of  rep- 
resentative corporations  shall  be  determined  by  the  C!om- 
missioner  in  accordance  with  regulations  prescribed  by  him/ 

In  cases  in  which  the  tax  is  to  be  computed  under  this 
section,  if  the  tax  as  computed  without  the  benefit  of  this 
section  is  less  than  60  per  cent  of  the  net  income  of  the  tax- 
payer, the  installments  shall  in  the  first  instance  be  com- 
puted upon  the  basis  of  such  tax ;  but  if  the  tax  so  computed 
is  60  per  cent  or  more  of  the  net  income,  the  installments 
shall  in  the  first  instance  be  computed  upon  the  basis  of  a 
tax  equal  to  60  per  cent  of  the  net  income.  In  any  case,  the 
actual  ratio  when  ascertained  shall  be  used  in  determining 
the  correct  amount  of  the  tax.  If  the  correct  amount  of  the 
tax  when  determined  exceeds  60  per  cent  of  the  net  income, 
any  excess  of  the  correct  installments  over  the  amounts  ac- 
tually paid  shall  on  notice  and  demand  be  paid  together  with 
interest  at  the  rate  of  i^  of  1  per  cent  per  month  on  such 
excess  from  the  time  the  installment  was  due.* 

'In  the  cases  specified  in  section  327  of  the  statute  the 
tax  is  to  be  computed  by  comparison  with  representative 
corporations  whose  invested  capital  can  be  satisfactorily  de- 
termined under  section  326  and  which  are  engaged  in  a  like 
or  similar  trade  or  business  and  similarly  circumstanced. 
The  provisions  of  section  328  do  not  permit  the  determina- 
tion of  a  general  average  for  any  Ixade  or  business.  In 
each  case  which  comes  under  the  provisions  of  section  827 
the  Commissioner  will  determine,  as  nearly  as  may  be,  the 
group  or  class  of  corporations  with  which  the  corporation 
should  be  compared  and  the  amount  which  bears  the  same 
ratio  to  the  net  income  of  the  corporation  (in  excess  of  the 
specific  exemption  of  $3,000)  for  the  taxable  year  as  the 
average  tax  of  such  representative  corporations  bears  to 
their  average  net  income  (in  excess  of  the  specific  exemption 
of  $3,000)  for  such  year.  The  comparison  will  take  account 
of  similarity  with  respect  to  gross  income,  net  income,  profit 

•  R.  A.  1918,  Sec.  828.  •  E.  A.  1918.  Sec  828(b). 
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per  unit  of  business  transacted  and  capital  employed,  the 
amount  and  rate  of  war  profits  or  excess  profits,  and  all 
other  relevant  facts  and  circumstances/ 

**In  the  case  of  any  corporation,  other  than  a  foreign  cor- 
poration, where  absolutely  no  data  are  available  for  the  de- 
termination of  the  invested  capital  for  the  taxable  year,  the 
installments  of  the  tax  shall  in  the  first  instance  be  deter- 
mined upon  the  basis  of  a  war  profits  and  excess  profits  tax 
equal  to  60  per  cent  of  the  net  income.  In  any  other  case 
imder  section  828  of  the  statute,  other  than  the  case  of  a 
foreign  corporation,  but  including  a  case  where  the  invested 
capital  for  the  taxable  year  cannot  be  accurately  deter- 
mined, but  where  a  minimum  amount  of  invested  capital  as 
to  which  there  is  no  question  can  be  determined,  the  in- 
stallments shall  in  the  first  instance  be  determined  upon 
the  basis  of  a  war  profits  and  excess  profits  tax  computed 
by  using  the  minimum  invested  capital,  such  tax  not  to 
exceed  an  amount  equal  to  50  per  cent  of  the  net  income/'' 

'In  any  case  falling  under  the  last  two  articles  the  install- 
ments shall  be  paid  upon  the  basis  therein  provided  until  the 
Commissioner  notifies  the  corporation  of  the  amount  of  tax 
computed  under  section  328.  The  installments  shall  then  be 
recomputed  upon  the  basis  of  a  war  profits  and  excess  profits 
tax  of  such  amount,  and  if  the  amount  already  paid  is  less 
than  the  amount  which  would  have  already  become  due  if 
the  installments  had  originally  been  computed  upon  that 
basis,  the  additional  amount  shall  be  due  and  payable  ten 
days  after  notice  and  demand  from  the  collector.  The  pro- 
visions hereof  supersede  any  inconsistent  instructions  in 
paragraph  10  of  page  1  of  instructions,  or  in  paragraph  6 
of  page  2  of  instructions,  on  return  form  1120."* 

The  Commissioner  shall  keep  a  record  of  all  cases  in  which 
the  tax  is  determined  in  the  manner  prescribed  in  this  sec- 
tion, containing  the  name  and  address  of  each  taxpayer,  the 
business  in  which  engaged,  the  amount  of  invested  capital 
and  net  income  shown  by  the  return,  and  the  amount  of 

f  Eeff.  45,  Art.  911.  •  Reg.  45»  Art  914. 

•  Ueg.  45,  Art.  912. 
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invested  capital  as  determined  hereunder.  The  Commis- 
sioner shall  furnish  a  copy  of  such  record  and  other  detailed 
information  with  respect  to  such  cases  when  required  by 
resolution  of  either  House  of  Congress,  without  regard  to 
the  restrictions  contained  in  §254/ 

^B.   A.  1918.   Sec.  828(c). 


82 

Digitized  by  VjOOQIC 


CHAPTER   3 

Fiscal  Years  with  Different  Rates 

§31.  Fiscal  years  ending  in  1918  or  1919.— The  term 
'iaxable  year"  means  the  calendar  year,  or  the  fiscal  year 
ending  during  such  calendar  year,  upon  the  basis  of  which 
the  net  income  is  computed  imder  chapter  16.  The  term 
''fiscal  year*'  means  an  accounting  period  of  twelve  months 
ending  on  the  last  day  of  any  month  other  than  December/ 

In  the  case  of  taxpayers  making  returns  for  fiscal  years, 
the  difference  in  the  rates  for  1919  and  1918,  and  for  1918 
and  1917,  causes  complications  which  are  not  encountered 
in  the  case  of  calendar  year  returns  or  in  the  case  of  returns 
for  fiscal  years  ending  in  1920  and  thereafter.  There  are 
accordingly  special  provisions  in  the  statute  for  fiscal  years 
ending  in  1919  or  in  1918.' 

''Section  206  of  the  statute  applies  to  income  taxes.  For 
the  provisions  with  respect  to  war  profits  and  excess  profits 
taxes  see  section  336  and  articles  961-965.  Subdivision  (a), 
which  deals  with  fiscal  years  beginning  in  1917  and  ending 
in  1918,  applies  to  corporations,  including  personal  service 
corporations,  and  to  individuals.  Subdivision  (b),  which 
deaJs  with  fiscal  years  beginning  in  1918  and  ending  in  1919, 
applies  to  corporations  other  than  personal  service  corpora- 
tions and  to  individuals.  Subdivision  (c),  which  deals  with 
fiscal  years  beginning  in  1917  or  1918  and  ending  in  1918  or 
1919,  applies  to  partnerships  and  to  personal  service  corpora- 
tions. See  as  to  partnerships  articles  321-327,  and  as  to 
personal  service  corporations  articles  328-335/" 

"Section  335  of  the  statute  applies  to  the  war  profits  and 
excess  profits  tax.  For  provisions  with  respect  to  the  in- 
come tax  see  section  205  of  the  statute  and  articles  1621- 
1626.    Subdivision  (a),  which  deals  with  fiscal  years  be- 

1  R.  A.  1918.  Sees.  200  and  dOa     Cf.  T.  D.  1897,  Not.  14,  1913;  T.  D.  2001, 
June  22,  1914:  T.  D.  2029,  Oct.  24,  1914. 
>  R.  A.  19li  Seci.  206  and  835. 
•  BeiT.  tf  >  Art  1821. 
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ginning  in  1917  and  ending  in  1918,  and  subdivision  (b), 
which  deals  with  fiscal  years  beginning  in  1918  and  ending 
in  1919,  apply  to  corporations  other  than  personal  service 
corporations.  Subdivision  (c),  which  deals  with  fiscal  years 
beginning  in  1917  and  ending  in  1918,  applies  to  partner- 
ships and  to  personal  service  corporations.  See  as  to  part- 
nerships articles  321-327  and  as  to  personal  service 
corporations  articles  328-336.  See  also  section  262  of  the 
statute  and  articles  1034-1036.  Partnerships  and  personal 
service  corporations  having  fiscal  years  beginning  in  1918 
end  ending  in  1919  are  not  subject  to  the  war  profits  and 
excess  profits  tax."* 

§32.  Fiscal  years  ending  In  1919. — ^If  a  taxpayer  makes  a 
return  for  a  fiscal  year  beginning  in  1918  and  ending  in 
1919,  the  income  or  excess  profits  tax  for  such  fiscal  year 
shall  be  the  sum  of  (a)  the  same  proportion  of  a  tax  fo^ 
the  entire  period  computed  at  the  rates  specified  for  the 
calendar  year  1918  which  the  portion  of  such  period  falling 
within  the  calendar  year  1918  is  of  the  entire  period,  and  (6) 
the  same  proportion  of  a  tax  for  the  entire  period  com- 
puted at  the  rates  specified  for  the  calendar  yeajr  1919  which 
the  portion  of  such  period  falling  within  the  calendar  year 
1919  is  of  the  entire  period.' 

"The  method  provided  for  computing  the  tax  for  a  fiscal 
year  beginning  in  1918  and  ending  in  1919  is  as  follows: 
(a)  the  tax  attributable  to  the  calendar  year  1918  is  found 
by  computing  the  income  of  the  taxpayer  and  the  tax  there- 
on in  accordance  with  the  statute  as  if  the  fiscal  year  was 
the  calendar  year  1918,  and  determining  the  proportion  of 
such  tax  which  the  portion  of  such  fiscal  year  falling  within 
the  calender  year  is  of  the  full  fiscal  year;  (6)  the  tax  at- 
tributable to  the  calendar  year  1919  is  found  by  computing 
the  income  of  the  taxpayer  and  the  tax  thereon  in  accordance 
with  the  statute  as  if  the  fiscal  year  was  the  calendar  year 
1919,  and  determining  the  proportion  of  such  tax  which  the 
portion  of  such  fiscal  year  falling  within  the  calendar  year  is 

«  Reg.  45,  Art.  051.  >  r.  a.  1018.  Sees.  205(b)  and  836(b). 
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of  the  full  fiscal  year;  and  (c)  the  tax  for  the  fiscal  year  is 
found  by  adding  the  tax  attributable  to  the  calendar  year 
1918  and  the  tax  attributable  to  the  calendar  year  1919/'* 

'The  method  provided  for  computing  the  tax  for  a  fiscal 
year  b^rinning  in  1918  and  ending  in  1919  is  as  follows: 
(a)  the  tax  attributable  to  the  calendar  year  1919  is  found  by 
computing  the  income  of  the  taxpayer  and  the  tax  thereon  in 
accordance  with  the  statute  as  if  the  fiscal  year  was  the 
calendar  year  1918,  and  determining  the  proportion  of  such 
tax  which  the  number  of  months  falling  within  the  calen- 
dar ye^  1918  is  of  the  number  of  months  in  the  entire 
period;  (6)  the  tax  attributable  to  the  calendar  year  1919 
is  found  by  computing  the  income  of  the  taxpayer  and  the 
tax  thereon  in  accordance  with  the  statute  as  if  the  fiscal 
year  was  the  calendar  year  1919,  and  determining  the  pro- 
portion of  such  tax  which  the  number  of  months  falling 
within  the  calendar  year  1919  is  of  the  number  of  months 
in  the  entire  period;  and  (c)  the  tax  for  the  fiscal  year  is 
found  by  adding  the  tax  attributable  to  the  calendar  year 
1918  and  the  tax  attributable  to  the  calendar  year  1919. 
For  credits  for  foreign  taxes  see  section  238  of  the  statute 
and  article  611/" 

Of  the  last  two  paragraphs  the  former  relates  particu- 
larly to  the  income  tax  and  the  latter  to  the  excess  profits 
tax. 

The  following  is  an  illustration  of  the  computation  of  the 
profits  tax  for  a  fiscal  year: 

''A  corporation  makes  its  return  on  the  basis  of  a  fiscal 
year  ending  March  31.  It  had  an  average  prewar  invested 
capital  of  $60,000  and  an  average  prewar  net  income  of 
$3,500.  For  the  fiscal  year  ending  March  31,  1918,  its  in- 
vested capital  and  net  income  are  $100,000  and  $75,000, 
respectively,  as  computed  under  Title  II  of  the  Revenue  Act 
of  1917,  and  $125,000  and  $70,000,  respectively,  as  com- 
puted under  the  present^statute.  Such  a  difference  in  these 
amounts  as  computed  under  the  two  acts  may  readily  occur 
where,  for  example,  a  corporation  is  allowed  under  the  pres- 


»  Reg.  i&.  Art.  1826.  ^  Reg.   46.   Art  964. 
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ent  statute  a  deduction  for  interest,  amortization,  etc.,  which 
it  was  not  allowed  under  the  Revenue  Act  of  1917,  or  where, 
under  the  present  statute,  it  is  allowed  a  greater  amount  of 
invested  capital  on  account  of  intangible  property  paid  in 
for  stock  or  shares  than  allowed  under  the  Revenue  Act  of 
1917.  For  the  fiscal  year  ending  March  31,  1919,  its  in- 
vested capital  and  net  income  are  $126,000  and  $60,000, 
respectivdy. 

(1)  A  war  excess  profits  tax  for  the  year  ending  March 
31,  1918,  as  computed  under  the  provisions  of  Title  11  of 
the  Revenue  Act  of  1917,  and  upon  the  basis  of  an  invested 
capital  of  $100,000  and  a  net  income  of  $76,000  as  computed 
under  that  Act,  is  $32,800.  For  the  details  of  this  com- 
putation see  illustration  (1)  under  article  16  of  Regulap> 
tions  41.  A  war  profits  and  excess  profits  tax  for  the  entire 
period  as  computed  under  subdivision  (a)  of  section  301  of 
the  present  statute,  and  upon  the  basis  of  an  invested  capi- 
tal of  $126,000  and  a  net  income  of  $70,000  as  computed  un- 
der the  statute,  is  $43,600.  Section  336  provides  that  the 
tax  for  this  period  is  the  sum  of  9/12  of  the  tax  of  $32,800 
as  computed  under  the  Revenue  Act  of  1917,  or  $24,600, 
plus  3/12  of  the  tax  of  $43,600  as  computed  under  the  pres- 
ent statute,  or  $10,900,  making  a  total  war  excess  profits 
tax  for  the  fiscal  year  ending  March  31,  1918,  of  $36,600. 

(2)  A  war  profits  and  excess  profits  tax  for  the  year  end- 
ing March  31,  1919,  as  computed  under  subdivision  (a) 
of  section  301  of  the  statute  is  $36,600.  A  war  profits  and 
excess  profits  tax  for  the  entire  period  as  computed  under 
subdivision  (b)  of  section  301  is  $16,400-  Section  336  pro- 
vides that  the  tax  for  this  period  is  the  sum  of  9/12  of  the 
tax  of  $36,600,  as  computed  under  subdivision  (a)  of  sec- 
tion 301,  or  $26,700,  plus  3/12  of  the  tax  of  $16,400,  as  com- 
puted under  subdivision  (b)  of  section  301,  or  $4,100,  mak- 
ing a  total  war  profits  and  excess  profits  tax  for  the  fiscal 
year  ending  March  31, 1919,  of  $30,800."* 

§33.  Fiscal  years  ending  in  1918^ — ^If  a  taxpayer  makes 
a  return  for  a  fiscal  year  beginning  in  1917  and  ending  in 


•  Beg.  4fi,  Art  96S. 
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1918,  the  income  or  profits  tax  for  such  fiscal  year  shall  be 
the  sum  of  (a)  the  same  proportion  of  a  tax  for  the  entire 
period  computed  at  the  rates  in  force  under  the  Revenue 
Acts  of  1916  and  1917  for  the  calendar  year  1917  which  the 
portion  of  such  period  falling  within  the  calendar  year  1917 
is  of  the  entire  period,  and  (&)  the  same  proportion  of  a 
tax  for  the  entire  period  computed  at  the  rates  specified  in 
the  present  statute  for  the  calendar  year  1918  which  the 
portion  of  such  period  falling  within  the  calendar  year  1918 
is  of  the  entire  period.^ 

''Since  under  the  law  applicable  to  the  calendar  year  1917 
individuals  were  not  permitted  to  make  returns  on  the  fiscal 
year  basis  (see!  Title  I  of  the  Revenue  Act  of  1916  as 
amended),  the  tax  of  an  individual  for  that  part  of  a  fiscal 
year  ending  in  1918  attributable  to  the  calendar  year  1917 
hs  already  been  included  in  the  tax  for  such  calendar  year 
and  need  not  ordinarily  again  be  computed.  The  tax  for 
that  part  of  the  year  attributable  to  the  calendar  year  1918 
is  found  by  computing  the  income  of  the  taxpayer  for  the 
taxable  year  and  the  tax  thereon  in  accordance  with  the 
present  statute  as  if  the  taxable  year  was  the  calendar  year 
1918,  and  determining  the  proportion  of  such  tax  which  the 
portion  of  such  fiscal  year  falling  within  the  calendar  year  is 
of  the  full  fiscal  year."" 

Of  the  next  four  paragraphs  the  former  two  relate  par- 
ticularly to  the  computation  of  the  income  tax  in  the  case 
of  corporations,  and  the  latter  two  to  the  computation  of 
the  war  profits  and  excess  profits  tax. 

'The  method  provided  for  computing  the  tax  for  a  fiscal 
year  beginning  in  1917  and  ending  in  1918  is  as  follows:  (a) 
the  tax  attributable  to  the  calendar  year  1917  is  found  by 
computing  the  income  of  the  taxpayer  and  the  tax  thereon 
in  accordance  with  Title  I  of  the  Revenue  Act  of  1916 
as  amended  and  Title  I  of  the  Revenue  Act  of  1917  as  if  the 
fiscal  year  was  the  calendar  year  1917,  and  determining  the 
proportion  of  such  tax  which  the  proportion  of  the  fiscal 
year  falling  within  the  calendar  year  1917  is  of  the  full 


^  R.  A.  1018,  Sees.  206(a)  and  335(a). 
>  Beg.  46,  Art.  l^SbL 
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fiscal  year;  (h)  the  tax  attributable  to  the  calendar  year 
1918  is  found  by  computing  the  income  of  the  taxpayer  and 
the  tax  thereon  in  accordance  with  the  present  statute  as 
if  the  fiscal  year  was  the  calendar  year  1918,  and  determin- 
ing the  proportion  of  such  tax  which  the  portion  of  such 
fiscal  year  falling  within  the  calendar  year  is  of  the  full 
fiscal  year;  and  (o)  the  tax  for  the  fiscal  year  is  found  by 
adding  the  tax  attributable  to  the  calendar  year  1917  and 
the  tax  attributable  to  the  calendar  year  1918.  If  a  cor- 
poration made  its  return  for  the  taxable  year  1917  on  the 
calendar  year  basis  and  for  the  taxable  year  1918  on  a  fiscal 
year  basis,  the  tax  attributable  to  the  calendar  year  1917 
need  not  again  be  computed  and  the  tax  attributable  to  the 
calendar  year  1918  computed  as  herein  provided  shall  be  the 
tax  of  the  corporation  for  the  portion  of  such  fiscal  year 
falling  within  the  calendar  year  1918.  A  personal  service 
corporation  is  not  required  to  pay  the  tax  attributable  to 
the  calendar  year  1918,  since  for  that  year  it  is  treated  sub- 
stantially like  a  partnership  for  the  purpose  of  taxation.  See 
section  218  of  the  statute  and  articles  328-335."* 

''Net  losses  deductible  from  net  income  of  the  fiscal  year 
under  the  provisions  of  section  204  of  the  statute  shall  be 
deducted  in  computing  the  tax  attributable  to  the  calendar 
year  1917,  as  well  as  in  computing  the  tax  attributable  to 
the  calendar  year  1918.  In  computing  the  tax  attributable  to 
the  calendar  year  1917  the  net  income  computed  for  the 
entire  period  under  Title  I  of  the  Revenue  Act  of  1916  as 
amended  and  Title  I  of  the  Revenue  Act  of  1917  shall  be 
credited  with  the  excess  profits  tax  computed  for  the  entire 
period  under  Title  II  of  the  Revenue  Act  of  1917.  In  com- 
puting the  tax  attributable  to  the  calendar  year  1918  the 
net  income  computed  for  the  entire  period  under  the  present 
statute  shall  be  credited  with  the  war  profits  and  excess 
profits  tax  computed  for  the  entire  period  under  Title  HI 
of  the  statute  at  the  rates  prescribed  for  1918.  See  section 
236  of  the  statute  and  article  591.  Amounts  previously  paid 
by  the  taxpayer  on  account  of  the  income  tax  for  such  fiscal 
year  shall  be  credited  towards  the  payment  of  the  income 


•Reg.  45,  Art.   1622. 
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tax  imposed  for  such  fiscal  year  by  the  present  statute. 
Any  excess  shaU  be  credited  or  refunded  in  accordance  with 
the  provisions  of  section  262.  See  articles  1031  and  1034- 
1036.'*^ 

**Thejnethod  provided  for  computing  the  tax  for  a  fiscal 
year  beginning  in  1917  and  ending  in  1918  is  as  follows: 
(a)  the  tax  attributable  to  the  calendar  year  1917  is  found 
by  computing  the  income  of  the  taxpayer  and  the  tax  there- 
on in  accordance  with  Title  11  of  the  Revenue  Act  of  1917 
as  if  the  fiscal  year  was  the  calendar  year  1917,  and  deter- 
mining the  proportion  of  such  tax  which  the  number  of 
months  falling  within  the  calendar  year  1917  is  of  the  num- 
ber of  months  in  the  entire  period;  (6)  the  tax  attributable 
to  the  calendar  year  1918  is  found  by  computing  the  income 
of  the  taxpayer  and  the  tax  thereon  in  accordance  with  the 
present  statute  as  if  the  fiscal  year  was  the  calendar  year 
1918,  and  determining  the  proportion  of  such  tax  which 
the  number  of  months  falling  within  the  calendar  year 
is  of  the  number  of  months  in  the  entire  period;  and  (c) 
the  tax  for  the  fiscal  year  is  found  by  adding  the  tax  at- 
tributable to  the  calendar  year  1917  and  the  tax  attributable 
to  the  calendar  year  1918."' 

''Net  losses  deductible  from  net  income  of  the  fiscal  year 
under  the  provisions  of  section  204  of  the  statute  shall  be 
deductible  in  computing  the  tax  attributable  to  the  calen- 
dar year  1917  as  weU  as  in  computing  the  tax  attributable  to 
the  calendar  year  1918-  See  articles  1601-1603.  Amounts 
previously  paid  by  the  taxpayer  on  account  of  the  excess 
profits  tax  for  its  fiscal  year  ending  in  1918  shall  be  credited 
towards  the  payment  of  the  war  profits  and  excess  profits 
tax  imposed  for  such  fiscal  year  by  the  present  statute.  Any 
excess  shall  be  credited  or  refunded  in  accordance  with  the 
provisions  of  section  262  of  the  statute.  For  credits  for 
foreign  taxes  see  section  238  of  the  statute  and  article  611.''* 

AReg.  45,  Art   1628.  •  Reg.  40.  Art.  958. 

•  Reg.  46,  Art.  952. 
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Credits  Against  Amount  of  Tax 

§41.  Credit  of  foreign  taxes.— In  §§12, 16, 22, 23  and  24  are 
contained  provisions  permitting  the  reduction  of  taxable  net 
income  for  certain  purposes  by  credits  of  various  kinds.  The 
present  chapter  deals  not  with  credits  against  net  income 
which  indirectly  affect  the  amount  of  the  tax,  but  with 
credits  against  the  tax  itself  which  directly  affect  its 
amount. 

The  income  tax,  and  in  the  case  of  corporations  the  excess 
profits  and  war  profits  tax,  as  computed  in  accordance  with 
the  preceding  chapters,  is  to  be  credited: 

(a)  In  the  case  of  a  citizen  of  the  United  States  with  the 
amount  of  any  income,  war  profits  and  excess  profits  taxes 
paid  during  the  taxable  year  to  any  foreign  country  upon 
income  derived  from  sources  therein  or  to  any  possession 
of  the  United  States; 

(6)  In  the  case  of  a  resident  of  the  United  States  with 
the  amount  of  any  such  taxes  paid  during  the  taxable  year 
to  any  possession  of  the  United  States ; 

(c)  In  the  case  of  an  alien  resident  of  the  United  States 
who  is  a  citizen  or  subject  of  a  foreign  country  with  the 
amount  of  any  such  taxes  paid  during  the  taxable  year  to 
such  country  upon  income  derived  from  sources  therein,  if 
such  country  in  imposing  such  taxes  allows  a  similar  credit 
to  citizens  of  the  United  States  residing  in  such  country; 

(d)  In  the  case  of  a  domestic  corporation  with  the  amount 
of  any  such  taxes  paid  during  the  taxable  year  to  any 
foreign  country  upon  income  derived  from  sources  therein 
or  to  any  possession  of  the  United  States.  If  a  corporation 
makes  a  return  for  a  fiscal  year  beginning  in  1917  and  end- 
ing in  1918,  only  that  proportion  of  this  credit  shall  be 
allowed  which  the  part  of  such  period  within  the  calendar 
year  1918  bears  to  the  entire  period.^ 

1  R.  A.  1918,  Sect.  222  and  23& 
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''(1)  In  fhe  case  of  a  citizen  of  the  United  States,  whether 
resident  or  nonresident,  the  basis  of  the  credit  for  taxes  is 
as  follows:  (a)  *the  amount  of  any  income,  war-profits  and 
exce6S-i)rofits  taxes  paid'  or  accrued  'during  the  taxable  year 
♦  ♦  ♦  to  any  possession  of  the  United  States';  (6)  *the 
amount  of  any'  such  taxes  paid  or  accrued  'durins:  the  tax- 
able year  to  any  foreign  country,  upon  income  derived  from 
sources  therein';  and  (e)  the  'proportionate  share  of  any 
'such  taxes  of  a  partnership  of  which  he  is  a  partner  or  of 
an  estate  or  trust  of  which  he  is  a  beneficiary  paid  or  ac- 
crued 'during  the  taxable  year  to  a  foreign  country  or  to 
any  possession  of  the  United  States,  as  the  case  may  be.' 

"(2)  In  the  case  of  an  alien  resident  of  the  United  States 
the  basis  of  the  credit  for  taxes  is  as  follows:  (a)  'the 
amount  of  any  income,  war  profits  and  excess  profits  taxes 
paid'  or  accrued  'during  the  taxable  yeai*  *  *  *  to  any  pos- 
session of  the  United  States'  (identical  with  (1)  (a)  above; 
(6)  the  amount  of  any  such  taxes  paid'  or  accrued  'during 
the  taxable  year  to'  the  country  of  which  he  is  a  citizen  or 
subject,  'upon  income  derived  from  sources  therein,  if  such 
country,  in  imposing  such  taxes,  allows  a  similar  credit  to 
citizen  of  the  United  States  residing  in  such  country' ;  and 
(c)  the  'proportionate  share  of  any  'such  taxes  of  a  part- 
nership of  which  he  is  a  partner  or  of  an  estate  or  trust 
of  which  he  is  a  beneficiary  paid  or  accrued  'during  the  tax- 
able year  to'  the  country  of  which  he  is  a  citizen  or  sub- 
ject (If  such  country,  in  imposing  such  taxes,  allows  a  simi- 
lar credit  to  citizens  of  the  United  States  residing  in  such 
country*),  'or  to  any  possession  of  the  United  States,  as  the 
case  may  be.'  As  to  credits  for  taxes  in  the  case  of  cor- 
porations see  section  238  of  the  statute  and  article  611.' '" 

"  'Amount  of  *  *  *  taxes  paid  during  the  taxable  year' 
means  taxes  proper  (no  credit  being  given  for  amounts 
representing  interest  or  penalties)  paid  or  accrued  during 
the  taxable  year  on  behalf  of  the  individual  claiming  credit. 
Toreign  country'  includes  within  its  meaning  any  foreign 
sovereign  state  or  self-governing  colony  (for  example,  the 
Dominion  of  Canada) ,  but  does  not  include  a  foreign  munici- 


»  Beg.  4S,  Art  88L 
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polity  (for  example,  Montreal)  unless  itself  a  sovereign 
State  (for  example,  Hamburg).  *Any  possession  of  the 
United  States'  includes,  among  others,  Porto  Rico,  the  Phil- 
ippines and  the  Virgin  Islands.  As  to  the  meaning  of 
'sources'  see  articles  91-93.  See  also  section  1  of  the 
statute."' 

"For  the  meaning  of  the  terms  used  in  section  238  of  the 
statute  see  section  1  and  article  382.  To  secure  such  a  credit 
a  domestic  corporation  must  pursue  the  same  course  as  that 
prescribed  for  an  individual  by  article  383,  except  that  form 
1118  is  to  be  used  for  claiming  credit  and  form  1119  for 
the  bond,  if  a  bond  be  required.  For  the  redetermination  of 
the  tax,  when  a  credit  for  such  taxes  has  been  rendered  in- 
correct by  later  developments,  see  article  384,  all  of  the  pro- 
visions of  which  apply  with  equal  force  to  a  corporation  tax- 
payer. For  credit  where  taxes  are  paid  by  a  foreign  cor- 
poration controlled  by  a  domestic  corporation  see  article 
636.  A  claim  for  credit  in  such  a  case  is  also  to  be  made 
on  form  1118."* 

§42.  Onditions  of  credits — ^These  credits  shall  be  allowed 
only  if  the  taxpayer  furnishes  evidence  satisfactory  to  the 
Commissioner  showing  the  amount  of  income  derived  from 
sources  within  such  foreign  country  or  such  possession  of 
the  United  States,  to  which  taxes  were  paid,  and  all  other 
information  necessary  for  the  computation  of  such  credits. 
If  accrued  taxes  when  paid  differ  from  the  amounts  claimed 
as  credits  by  the  taxpayer,  or  if  any  tax  paid  is  refunded 
in  whole  or  in  part,  the  taxpayer  shaU  notify  the  Commis- 
sioner, who  shall  redetermine  the  amount  of  the  income  tax 
and  any  profits  tax  due  for  the  year  or  years  affected,  and  the 
amount  of  tax  due  upon  such  redetermination,  if  any,  shall 
be  paid  by  the  taxpayer  upon  notice  and  demand^  by  the  col- 
lector, or  the  amount  of  tax  overpaid,  if  any,  shall  be  cred- 
ited or  refunded  to  the  taxpayer  in  accordance  with  the  pro- 
visions of  chapter  28.  In  the  case  of  such  a  tax  accrued 
but  not  paid,  the  Conmiissioner,  as  a  condition  precedent  to 

'Reg.   45,  Art  882.  «  Reg,  45.  Art  6U. 
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the  allowance  of  this  credit,  may  require  the  taxpayer  to  give 
a  bond  with  sureties  satisfactory  to  and  to  be  approved  by 
the  Commissioner  in  such  penal  sum  as  the  C!ommissioner 
may  require,  conditioned  for  the  payment  by  the  taxpayer 
of  any  amount  of  tax  found  due  upon  any  such  redetermina- 
tion; and  the  prescribed  bond  shall  contain  such  further  con- 
ditions as  the  Commissioner  may  require/ 

"(a)  When  credit  is  sought  for  income,  war  profits  or 
excess  profits  taxes  paid  other  than  to  the  United  States, 
the  income  tax  return  of  the  individual  must  be  accompanied 
by  form  1116,  carefully  filled  out  with  all  the  information 
there  called  for  and  with  the  calculations  of  credits  there 
indicated,  and  duly  signed  and  sworn  to  or  affirmed.  When 
credit  is  sought  for  taxes  already  paid  the  form  must  have 
attached  to  it  the  receipt  for  each  such  tax  payment.  When 
credit  is  sought  for  ti^es  accrued  the  form  must  have  at- 
tached to  it  the  return  on  which  each  such  accrued  tax 
was  based.  This  receipt  or  return  so  attached  must  be 
either  the  original,  a  duplicate  original,  a  duly  certified  or 
authenticated  copy,  or  a  sworn  copy.  In  case  only  a  sworn 
copy  of  a  receipt  or  return  is  attached,  there  must  be  kept 
readily  available  for  comparison  on  request  the  original,  a 
duplicate  original  or  a  duly  certified  or  authenticated  copy. 
(b)  In  the  case  of  a  credit  sought  for  a  tax  accrued,  but  not 
paid,  the  Commissione  rmay  require  as  a  condition  precedent 
to  the  allowance  of  credit  a  bond  from  the  taxpayer  in  addi- 
tion to  form  1116.  If  such  a  bond  is  required,  form  1117 
shall  be  used  for  it.  It  shall  be  in  such  penal  sum  as  the 
Commissioner  may  prescribe,  and  shall  be  conditioned  for 
the  payment  by  the  taxpayer  of  any  amount  of  tax  found 
due  upon  any  redetermination  of  the  tax  made  necessary 
by  such  credit  proving  incorrect,  with  such  further  condi- 
tions as  the  Commissioner  may  require.  This  bond  shall  be 
executed  by  the  taxpayer,  his  agent  or  representative,  as 
principal,  and  by  sureties  satisfactory  to  and  approved  by 
the  Commissioner.   See  also  section  1320  of  the  statute.''* 

•R.  A.  1918.  Seci.  222(b) (c)  and  288U)(b). 
•  Reg.  45.  Art.  888. 
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'In  case  credit  has  been  given  for  taxes  accrued,  or  a 
proportionate  share  thereof,  and  the  amount  that  is  actu- 
ally paid  on  account  of  such  taxes,  or  a  proportionate  share 
thereof,  is  not  the  same  as  the  amount  of  such  credit,  or  in 
case  any  tax  payment  credited  is  refunded  in  whole  or  in 
part,  the  taxpayer  shall  immediately  notify  the  Commis- 
sioner. The  C!ommissioner  will  thereupon  redetermine  the 
amount  of  the  income  tax  of  such  taxpayer  for  the  year  or 
years  for  which  such  incorrect  credit  was  granted.  The 
amount  of  tax,  if  any,  due  upon  such  redetermination  shall 
be  paid  by  the  taxpayer  upon  notice  and  demand  by  the 
collector  The  amount  of  tax,  if  any,  shown  by  such  rede- 
termination to  have  been  overpaid  shall  be  credited  against 
any  income,  war  profits  or  excess  profits  taxes,  or  install- 
ment thereof,  then  due  from  such  taxpayer  under  any  other 
return,  and  any  balance  of  such  amount  shall  be  immedi- 
ately refunded  to  him.  See  section  252  of  the  statute  and 
articles  1031-1038.'" 


§43.  Credit  for  foreign  taxes  paid  at  source.^ — ^A  citizen  of 
the  United  States  owning  securities  of  a  foreign  corporation 
and  receiving  interest  or  dividends  thereon  will  be  allowed 
to  claim  as  credit  against  any  taxes  due  the  United  States 
for  1918  and  subsequent  years  the  total  amount  of  any  in- 
come, war  profits  and  excess  profits  taxes  paid  on  his  behalf 
by  the  corporation  to  the  foreign  government.  Where  the 
foreign  corporation  has  deducted  the  taxes  paid  to  the  for- 
eign government  before  paying  the  amount  of  interest  or 
dividends  due,  the  recipient  should  include  in  his  return  the 
total  amount  of  interest  or  dividends  which  accrued  on  such 
securities,  inclusive  of  that  portion  which  was  deducted  by 
the  corporation  for  taxes  paid  the  foreign  government,  b 
cases  where  the  foreign  corporation  elects  to  pay  the  in- 
terest or  dividends  without  any  deduction  for  the  tax 
thereon  which  it  has  been  required  to  pay  the  foreign  gov- 
ernment, the  recipient  should  add  such  taxes  to  the  interest 
or  dividends  paid  by  the  corporation,  and  include  the  total 

V  Reg.  45.  Art  884.  " 
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amount  in  his  return.  The  claim  for  credit  should  be  made 
in  accordance  with  the  provisions  of  the  preceding  section. 
In  cases  where  the  taxes  are  paid  en  bloc,  and  the 
amounts  withheld  from  the  dividends  payable  to  the  stock- 
holders are  not  itemized  by  the  foreign  government,  in  lieu 
of  the  individual  tax  receipts,  required  to  be  attached  to 
form  1116,  the  taxpayer  may,  under  the  circumstances,  at- 
tach to  the  return  on  form  1116  his  affidavit  showing  the 
number  of  shares  held  during  the  year;  whether  or  not  any 
of  the  shares  held  by  him  were  acquired  or  sold  during  the 
year,  giving  dates  and  number  of  shares  so  acquired  or  sold ; 
the  total  number  of  shares  outstanding  on  which  the  divi- 
dend was  declared,  regardless  of  whether  the  dividend  was 
paid  to  citizens  or  subjects  of  the  foreign  government,  the 
United  States  or  other  governments;  and  the  total  divi- 
dends paid  or  accrued  on  such  shares  during  the  year;  and 
attach  to  and  make  a  part  of  such  affidavit  a  certified  copy 
of  the  tax  receipts  from  the  foreign  tax  collector,  showing 
the  payment  of  the  tax  en  hloc,  with  copies  of  any  other 
documents  which  the  taxpayer  may  have  that  will  serve  to 
corroborate  the  facts  set  forth  in  such  affidavit.  The  amount 
of  the  credit  claimed  should  be  computed  by  dividing  the 
total  tax  withheld  by  the  total  number  of  shares  of  the  cor- 
poration outstanding  and  multipljang  this  result  by  the 
number  of  shares  held  during  the  entire  year.  In  the  event 
that  any  of  the  shares  were  acquired  or  disposed  of  during 
the  year,  an  adjustment  should  be  made  showing  the  amount 
of  taxes  properly  allocated  to  the  dividends  received  after 
acquisition  or  before  disposition  of  the  stock.* 

§44.  Credit  tar  foreign  taxes  paid  by  foreign  subsidiary 
corporation.^ — ^For  the  purposes  of  the  credit  for  foreign 
taxes,  a  domestic  corporation  which  owns  a  majority  of  the 
voting  stock  of  a  foreign  corporation  deriving  no  income 
from  sources  within  the  United  States  shall  be  deemed  to 
have  paid  the  same  proportion  of  any  income,  war  profits 
and  excess  profits  paid  (but  not  including  taxes  accrued)  by 

•  This  MCtlon  contains  the  lubstance  ot  a  letter  from  the   Internal   Bey- 
enne  Borean  dated  August  80,  1919. 
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such  foreign  corporation  during  the  taxable  year  to  any  for* 
eign  country  or  to  any  possession  of  the  United  States  upon 
income  derived  from  sources  without  the  United  States 
which  the  amount  of  any  dividends  received  by  such  do- 
mestic corporation  from  such  foreign  corporation  during  the 
taxable  year  bears  to  the  total  taxable  income  of  such  for- 
eign corporation  upon  or  with  respect  to  which  such  taxes 
were  paid,  except  that  in  no  case  shall  the  amount  of  the 
credit  for  such  taxes  exceed  the  amount  of  such  dividends 
received  by  such  domestic  corporation  during  the  taxable 
year/ 

''A  domestic  corporation  which  owns  a  majority  of  the 
stock  of  a  foreign  corporation  shall  not  be  permitted  or  re- 
quired to  include  the  net  income  or  invested  capital  of  such 
foreign  corporation  in  a  consolidated  return,  but  for  the  pur- 
pose of  section  238  of  the  statute  a  domestic  corporation 
which  owns  a  majority  of  the  voting  stock  of  a  foreign 
corporation  shall  be  entitled  to  credit  its  income,  war  profits 
and  excess  profits  taxes  with  any  income,  war  profits  or 
excess  profits  taxes  paid  (but  not  including  taxes  accrued) 
by  such  foreign  corporation  during  the  taxable  year  to  any 
foreign  country  or  to  any  possession  of  the  United  States 
upon  income  derived  from  sources  without  the  United 
States  in  an  amount  equal  to  the  proportion  which  the 
amount  of  any  dividends  (not  deductible  under  section  234) 
received  by  such  domestic  corporation  from  such  foreign 
corporation  during  the  taxable  year  bears  to  the  total  tax- 
able income  of  such  foreign  corporation  upon  or  with  re- 
spect to  which  such  taxes  were  paid.  But  in  no  such  case 
shall  the  amount  of  the  credit  for  such  taxes  exceed  the 
amount  of  such  dividends  (not  deductible  under  section  234) 
received  by  such  domestic  corporation  during  the  taxable 
year.  A  domestic  corporation  seeking  such  credit  must 
comply  with  those  provisions  of  subdivision  (a)  of  article 
383  which  are  applicable  to  credits  for  taxes  already  paid, 
except  that  in  accordance  with  article  611  the  form  to  be 
used  is  form  1118  instead  of  form  1116/'* 


1  R.  A.  1918,  Sec  240(c). 
•Beg.   46,   Art   636. 
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§45.  Credit  of  taxes  withheld  at  source^— -In  addition  to 
the  credit  provided  in  the  preceding  section  for  taxes  paid 
to  foreign  countries  or  to  possessions  of  the  United  States, 
the  income  tax  is  to  be  credited  with  any  amount  of  tax 
withheld  at  the  source  as  described  in  chapter  22.  Except 
in  the  case  of  nonresident  alien  individuals  and  foreign 
corporations  having  no  ofRce  or  place  of  business  within 
the  United  States,  this  provision  applies  only  in  the  case  of 
the  2  per  cent  withheld  from  interest  on  bonds  containing  a 
tax-free  covenant  payable  to  individuals  and  partnerships.* 

'The  entire  amount  of  the  income  from  which  the  tax  was 
withheld  shall  be  included  in  gross  income  without  deduc- 
tion for  such  pajonent  of  the  tax.  But  any  tax  actually 
so  withheld  shall  be  credited  against  the  total  tax  as  com- 
puted in  the  taxpayer's  return.  If  the  tax  is  paid  by  the 
recipient  of  the  income  or  by  the  withholding  agent  it  shall 
not  be  recollected  from  the  other,  regardless  of  the  original 
liability  therefor,  and  in  such  event  no  penalty  will  be 
asserted  against  either  person  where  no  fraud  or  purpose 
to  evade  payment  is  involved.*'* 

The  amount  of  income  tax  paid  for  a  bondholder  by  a 
corporate  obligor  pursuant  to  a  tax-free  covenant  in  its 
bonds  is  in  the  nature  of  additional  interest  paid  the  bond- 
holder and  must  be  included  in  his  gross  income. 

§46.  Credit  of  taxes  paid  for  same  periods — ^As  the  Rev- 
enue Act  of  1918  was  not  enacted  until  February  24,  1919, 
corporations  which  had  previously  made  returns  on  a  fiscal 
year  basis  in  many  instances  had  already  filed  their  returns 
for  the  taxable  year  1918  and  had  paid  the  tax  computed 
under  the  Revenue  Act  of  1916  and  the  Revenue  Act  of  1917. 
Such  corporations  are  entitled  to  have  their  taxes  computed 
under  the  Revenue  Act  of  1918  credited  with  any  amount 
paid  on  account  of  the  tax  imposed  for  the  same  fiscal  year 
by  the  earlier  statutes.  If  the  amount  already  paid  exceeds 
the  amount  of  the  tax  imposed  by  the  Revenue  Act  of  1918, 

s  R.  A.  1918,  Sec.  221(d). 

*ReK.  45.  Art.  876.  Of.  T.  D.  1942,  Feb.  8,  1914;  T.  D.  1948,  Feb.  12,  1914; 
T.  D.  2161.  Feb.  19.  1910. 
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the  excess  is  to  be  credited  or  refunded  in  accordance  with 
the  provisions  of  chapter  28/ 

»  R.  A.  1018,  Secfl.  205  and  885. 
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PART  n 
Income  Subject  to  Tax 

CHAPTERS 

Total  Receipts  and  Total  Income 

§61.  Capital  and  income. — ^Income  in  the  broad  sense  has 
been  defined  in  the  regulations  as  meaning  all  wealth  which 
flows  in  to  the  taxpayer  other  than  as  a  mere  return  of  cap- 
ital/ This  is  true  only  as  a  general  proposition,  but  it  serves 
as  a  starting  point.  It  is  characteristic  of  income  that  it 
flows  or  comes  in  during  a  period  of  time.  To  be  true  income 
it  must  be  realized  income;  it  must  result  from  a  closed 
transaction.  Income  is  distinct  from  the  capital  or  labor 
that  produces  it. 

Capital  is  the  principal  sum  from  which  revenue  is  ex- 
pected. It  may  be  in  the  form  of  money,  or  property,  or  per- 
sonal ability.  Capital  is  thought  of  as  being  fixed  and  sta- 
tionary. At  any  given  point  of  time  capital  is  what  one 
already  has.  To  a  great  extent  capital  may  be  merely 
accumulated  income.  Whatever  form  capital  may  take,  its 
value  must  be  based  on  its  capability  to  produce  income. 

Capital  may  increase  in  value  with  or  without  the  realiza- 
tion of  income.  If,  for  example,  interest  credited  on  a  bank 
balance  is  left  in  the  bank,  there  is  an  increase  of  capital 
derived  from  the  receipt  of  income  represented  by  the  credit 
of  interest.  If,  however,  a  corporate  stock  pays  larger  divi- 
dends than  formerly,  an  increase  in  the  value  of  the  capital 
represented  by  the  stock  will  probably  result  without  the 
increase  being  brought  about  by  the  addition  to  the  capital 
of  the  stockholder  of  realized  income.  Again,  it  may  happen 
that  a  stock  may  increase  in  market  value  without  an  im- 

^  See  Reff.  40.  Art.  2L 
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mediate  increase  in  the  dividends  paid  on  it.  In  the  last 
two  instances  the  appreciation  in  the  value  of  the  stock  is 
not  income  until  the  increase  is  realized  upon  by  a  sale  of 
the  stock. 

Income  may  accordingly  be  derived  from  a  use  of  capital 
or  from  its  sale  or  other  disposition.  In  either  case,  however, 
the  inchoate  or  prospective  income  does  not  become  income 
until  it  is  separated  from  the  capital. 

In  Stratton's  Independence  v.  Howbert,"  the  Supreme 
Court  said :  "Income  may  be  defined  as  the  gain  derived  from 
capital,  from  labor,  or  from  both  combined." 

The  following  two  paragraphs  are  from  the  opinions  of  the 
court  in  United  States  v.  Oregon-Washington  Railroad  & 
Navigation  Clompany*  and  in  Baldwin  Locomotive  Works  v- 
McCoach,*  respectively: 

"However,  the  tax,  though  it  includes  income  *from  all 
sources,'  nevertheless  includes  'income'  only,  and  the  mean- 
ing of  that  word  is  not  to  be  found  in  its  bare  etjrmological 
derivation.  Its  meaning  is  rather  to  be  gathered  from  the 
implicit  assumptions  of  its  use  in  common  speech.  The  im- 
plied distinction,  it  seems  to  us,  is  between  permanent 
sources  of  wealth  and  more  or  less  periodic  earnings.  Of 
course,  the  term  is  not  limited  to  earnings  from  economic 
capital;  i.  e.,  wealth  industrially  employed  in  permanent 
form.  It  includes  the  earnings  from  a  calling,  as  well  as 
interest,  royalties,  or  dividends,  though  in  the  case  of  cor- 
porations this  may  be  of  slight  importance.  Yet  the  word 
unquestionably  imports,  at  least  so  it  seems  to  us,  the  cur- 
rent distinction  between  what  is  commonly  treated  as  the 
increase  or  increment  from  the  exercise  of  some  economically 
productive  power  of  one  sort  or  another  and  the  power  it- 
self, and  it  should  not  include  such  wealth  as  is  honestly  ap- 
propriated to  what  would  customarily  be  regarded  as  the 
capital  of  the  corporation  taxed." 

'The  use  of  any  words  brings  us  to  the  point  to  which  all 
discussions  in  the  last  analysis  come,  to  wit,  a  matter  of 
mere  definition.    When  C!ongress  used  the  words  *net  in- 

•  231  U.  S.  399.  «  215  Fed.  967. 

•261  Fed.  211. 
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come,'  'expenses,  losses,  taxes,  etc.,  paid,'  what  did  Congress 
mean?  Whatever  definition^  may  be  formulated  of  the 
word  'income,'  one  thought  is  always  conveyed,  and  that  is, 
what  comes  in  as  contrasted  with  what  goes  out — 'income'  as 
contradistinguished  from  'outgo.'  The  man  who  starts  with 
a  certain  cash  capital  and  who  pays  cash  for  everything  he 
buys  and  gets  cash  for  everything  he  sells,  and  puts  all  his 
receipts  into  a  bag  from  which  he  makes  all  his  pajrments, 
can  readily  determine  his  'net  income'  by  the  simple  process 
of  counting  the  money  in  the  bag  and  deducting  therefrom 
the  amount  of  capital  with  which  he  started.  When  he 
takes  an  account  of  stock  and  adds  this,  he  knows  the 
amount  of  his  nominal  profits.  If  he  keeps  two  bags,  one  for 
capital  and  the  other  for  profits,  and  borrows  from  one  to 
put  in  the  other,  and  keeps  an  acount  of  these  borrowings, 
and  if  he  buys  and  sells  on  credit  and  keeps  an  account  of 
these  transactions,  he  has  entered  upon  the  domain  of  the 
bookkeeper.  The  difficulty  which  he  then  encounters  is  due 
to  this,  that  bookkeeping  is  an  artificial  and  arbitrary  sys- 
tem of  keeping  accounts,  and  he  can  increase  or  deplete  his 
nominal  profits  at  his  wiU.  More  actually  insolvent  business 
ventures  have  been  made  to  appear  nominally  profitable  by 
bad  bookkeeping  than  in  any  other  way.  A  manufacturing 
concern,  for  instance,  which  is  a  fit  subject  for  proceedings 
in  bankruptcy,  may  be  made  to  show  large  nominal  profits 
by  the  fraudulent  expedient  or  the  honest  mistake  of  charg- 
ing repairs  which  properly  belong  in  the  expense  account  up 
to  a  machinery  or  other  capital  account  and  thus  be  made 
to  figure  as  assets.  By  the  reverse  process  of  bookkeeping 
all  profits  may  be  made  to  disappear.  Proper  bookkeeping, 
therefore,  involves  in  this  respect  the  highest  business  judg- 
ment, and  'profit'  and  'loss,'  'capital'  and  'income'  become 
mere  bookkeeping  terms." 


§52.  Loans  and  rebatesv— All  that  a  taxpayer  receives  or 
that  accrues  to  him,  other  than  as  a  mere  return  of  his  cap- 
ital, may  not  be  income.    Clontributions  to  the  capital  of 
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a  corporation  are  neither  income  nor  a  return  of  capital  to 
it.  That,  however,  is  a  special  situation.  An  exception  of 
more  general  application  concerns  borrowed  money. 

Of  course,  the  expression  ''return  of  capital"  implies  that 
a  taxpayer  had  loaned  or  put  out  his  capital  in  some  way, 
and  that  he  recovers  it.  In  the  narrower  sense  of  a  loan  of 
money,  to  be  returned  in  money,  no  difficulty  is  experienced 
in  separating  the  capital  and  the  income,  whether  the  lat* 
ter  accompany  the  repajrment  or  be  first  subtracted  in  the 
form  of  discount. 

But  there  are  transactions  which  are  in  essence  loans, 
although  not  so  regarded.  These  comprise  allowances,  trade 
discounts,  premiums  and  similar  items.  If  money  is  received 
subject  to  the  right  of  the  other  person  to  get  some  of  it 
back,  the  transaction  presumably  involves  (1)  a  return  of 
capital,  (2)  income,  and  (3)  a  loan  (which  may  become 
income).  The  theory  of  the  following  regulation  regarding 
trading  stamps  is  accordingly  that  the  amount  of  the  re- 
serve  for  their  redemption  never  was  income  at  all. 

"Where  a  taxpayer,  for  the  purpose  of  promoting  his  busi- 
ness, issues  with  sales  trading  stamps  or  premium  coupons 
redeemable  in  merchandise  or  cash,  he  should  in  computing 
the  income  from  such  sales  subtract  only  the  amount  re- 
ceived or  receivable  which  will  be  required  for  the  redemp- 
tion of  such  part  of  the  total  issue  of  trading  stamps  or 
premium  coupons  issued  during  the  taxable  year  as  will 
eventually  be  presented  for  redemption.  This  amount  will  be 
determined  in  the  light  of  the  experience  of  the  taxpayer 
in  his  particular  business  and  of  other  users  engaged  in  simi- 
lar businesses.  The  taxpayer  shaU  file  for  each  of  the  five  pre- 
ceding years,  or  such  number  of  these  years  as  stamps  or 
coupons  have  been  issued  by  him,  a  statement  showing  (a) 
the  total  issue  of  stamps  during  each  year,  (b)  the  total 
stamps  redeemed  in  each  year,  and  (c)  the  percentage  for 
each  year  of  the  stamps  redeemed  to  the  stamps  issued  in 
such  year.  A  similar  statement  shall  also  be  presented 
showing  the  experience  of  other  users  of  stamps  or  coupons 
whose  experience  is  relied  upon  by  the  taxpayer  to  determine 
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the  amount  to  be  subtracted  from  the  proceeds  of  sales. 
The  Commissioner  will  examine  the  basis  used  in  each  re- 
turn, and  in  any  case  in  which  the  amount  subtracted  in  re- 
spect of  such  stamps  or  coupons  is  found  to  be  excessive  an 
amended  return  or  amended  returns  will  be  required/'* 

It  is  quite  possible  to  contend  that  the  cost  of  redeeming 
trading  stamps  and  other  obligations  of  individually  trival 
value  should  be  treated  as  an  expense  of  the  business,  rather 
than  as  a  subtraction  from  total  receipts  before  arriving  at 
total  income.  It  is  hard  to  say  just  where  the  line  should  be 
drawn.  Whatever  attitude  be  adopted  towards  cigar 
coupons,  for  example,  probably  the  extra  ten  cents  which  a 
railroad  collects  on  a  cash  fare  and  agrees  to  return  on 
presentation  of  the  receipt  should  not  initially  be  regarded 
by  it  as  income. 

§53.  Total  income. — ^As  indicated  in  the  preceding  sec- 
tions, a  taxpayer's  total  income  consists  of  his  receipts  and 
accruals,  less  such  portion  as  represents  capital  and  borrow- 
ings. The  question  of  accruals  is  discussed  in  chapter  16 
in  connection  with  the  determination  of  net  income. 

For  the  purposes  of  the  statute  in  determining  income,  cap- 
ital is  taken  at  its  cost,  without  regard  to  any  appreciation 
in  value  not  yet  realized  upon,  except  that  the  taxpayer's 
capital  is  considered  to  include  the  fair  market  value  as  of 
March  1, 1913,  of  any  property  owned  by  him  on  that  date, 
irrespective  of  its  cost.    See  further  chapter  7. 

"Property  held  by  the  taxpayer  on  March  1, 1913,  is  cap- 
ital Included  in  this  capital  are  all  claims,  whether  evi- 
denced by  writing  or  not,  and  all  interest  which  had  accrued 
thereon  before  that  date.  Interest  accruing  on  or  after  that 
date  is  taxable  income.  Where  an  interest-bearing  claim 
contracted  prior  to  March  1,  1913,  is  paid  in  whole  or  in 
part  after  that  date,  any  gain  derived  from  the  conversion 
of  the  claim  into  money  is  taxable.  The  amount  of  such 
gain  is  the  excess  of  the  proceeds  of  the  claim  (both  prin- 
cipal and  interest),  exclusive  of  any  interest  accrued  since 


•  Beff.  46,  Art  88. 
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February  28, 1913,  already  returned  as  income,  over  the  fair 
market  value  of  the  claim  as  of  March  1, 1913  (both  princi- 
pal and  interest  then  accrued).  In  the  case  of  an  insurance 
policy  its  surrender  value  as  of  March  1, 1913,  may  be  used 
as  a  basis  for  the  purpose  of  ascertaining  the  gain  derived 
from  the  sale  or  other  disposition  of  such  policy.  Where 
services  were  rendered  prior  to  March  1,  1913,  but  paid  for 
thereafter,  the  amount  received  is  taxable  income  to  the 
extent  of  the  excess  of  such  amount  over  the  fair  market 
value  on  March  1, 1913,  of  the  principal  of  the  claim  and  any 
interest  which  had  then  accrued.  A  claim  for  the  purpose  of 
this  article  means  a  right  existing  unconditionally  on  March 
1,  1913,  and  then  assignable,  whether  presently  payable  or 
not.  Interest  does  not,  of  course,  include  dividends  on  cor- 
porate stock.  See  section  201  of  the  statute  and  articles 
1541-1549.''* 

Total  income  may,  of  course,  vary  greatly  from  gross  in- 
come, the  statutory  conception  of  which,  as  indicated  in  the 
next  chapter,  excludes  several  classes  of  items  which  are 
clearly  income. 

•  Reg.  45.  Art.  87.  Cf.  Doyle  t.  Mitchell  Btom,  Co.,  247  U.  S.  179  (R.  A.  19001 ; 
Hays  T.  Ganley  M<mntaln  Coal  Co.,  247  U.  S.  189  (R.  A.  1909) ;  Lynch  t.  Tnrriah, 
247  U.  8.  221  (R.  A.  1918). 
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CHAPTER  6 

Gross  Income 

§61.  Inclusions  and  exdnsionsw— Gross  income  includes 
gains,  profits  and  income  derived  from  salaries,  wages  or 
compensation  for  personal  services,  including  the  compensa- 
tion of  federal  officers  and  employees  received  as  such,  of 
whatever  kind  and  in  whatever  form  paid,  or  from  profes- 
sions, vocations,  trades,  businesses,  commerce,  or  sales  or 
dealings  in  property,  whether  real  or  personal,  growing  out 
of  the  ownership  or  use  of  or  interest  in  such  property,  or 
from  interest,  rent,  dividends,  securities  or  the  transaction 
of  any  business  carried  on  for  gain  or  profit,  and  gains  or 
profits  and  income  derived  from  any  source  whatever/ 

Two  classes  of  items  of  income,  however,  are  excluded 
from  statutory  gross  income,  those  specifically  mentioned  in 
the  statute  as  not  included  in  gross  income  and  as  exempt 
from  income  taxation,  and  those  which  by  reason  of  other 
statutes  or  the  federal  Constitution  itself  must  be  regarded 
as  implicitly  to  be  excluded.  The  first  class  includes  the  pro- 
ceeds of  life  insurance  policies,  in  the  circumstances  de- 
scribed in  §64;  the  value  of  property  acquired  by  gift 
or  by  will  or  descent,  as  described  in  §65 ;  interest  upon  cer- 
tain governmental  obligations,  as  described  in  chapter  10 ; 
and  income  received  by  special  classes  of  persons,  as  de- 
scribed in  chapters  38  and  39.'  The  second  class  includes, 
for  example,  dividends  received  on  the  stock  of  federal  re- 
serve banks,  as  noted  in  chapter  9,  and  the  compensation 

1  R.  ,  --_--.    ^juiep^nQence  T.  Howbert, 

231  U.  1  T.  McCoach,  216  Fed.  W7, 

221  Fe^  .  United  States.  68  Ct.  CI. 

41  (R.  !emeiit  Co.,  267  Fed.   482 

(R.  A.  .  437  (E.  A.  1909) ;  Forty 

Port  C  )  ;  C.  C.  C.  &  St  L.  By. 

Co.  y.  1  1909) :  Maryland  Casualty 

Co.  V.  [>n  Banmbach  t.  Sargent 

Land  (  Biwabik  Mining  Co.,  247 

tJ.  8.  1  Sxploratlon  Co..  288  Fed. 

231  (R.  680.  247  U.  S.  i76  (B.  A. 

1900) ;  Cf .  T.  D.  1606,  March  29, 

mo :  1  911. 
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paid  its  officers  and  employees  by  States,  as  described  in 
chapter  89. 

''Gross  income  includes  in  general  compensation  for  per- 
sonal and  professional  services,  business  income,  profits 
from  sales  of  and  dealings  in  property,  interest,  rent,  divi- 
dends, and  gains,  profits  and  income  derived  from  any  source 
whatever,  unless  exempt  from  tax  by  law.  Profits  derived 
from  sales  in  foreign  commerce*  are  taxable.  Income  may 
be  in  the  form  of  cash  or  of  property.  Dividends  (other 
than  stock  dividends  declared  before  November  1, 1918,  and 
received  before  March  27,  1919)  are  taxed  at  the  rates  for 
the  year  in  which  paid.  See  section  201  of  the  statute  and 
articles  1541-1649.  The  amount  of  income  tax  paid  for  a 
bondholder  by  an  obligor  pursuant  to  a  tax-free  covenant  in 
its  bonds  is  in  the  nature  of  additional  interest  paid  the 
bondholder  and  must  be  included  in  his  gross  income.  He 
is  not,  however,  entitled  to  deduct  such  income  tax  paid  on 
his  behalf.  See  sections  214  (a)  (8)  and  221  (b)  of  the 
statute  and  articles  665  and  666.  As  to  the  basis  for  deter- 
mining gain  or  loss  from  sales  see  section  202  and  articles 
1661-1570.  As  to  the  gross  income  of  corporations  see  sec- 
tion 288  and  articles  541-550.''" 

"Gross  income  excludes  the  items  of  income  specifically 
exempted  by  the  statute  and  also  certain  other  kinds  of 
income  by  statute  or  fundamental  law  free  from  tax.  Such 
tax-free  income  should  not  be  included  in  the  return  of  in- 
come and  need  not  be  mentioned  in  the  return,  unless  infor- 
mation regarding  it  is  specifically  called  for,  as  in  the  case, 
for  example,  of  interest  on  municipal  bonds.  See  article  402. 
The  exclusion  of  such  income  should  not  be  confused  with 
the  reduction  of  taxable  income  by  the  application  of  allow- 
able deductions.  See  section  212  of  the  statute  and  article 
21.  As  to  exclusions  from  gross  income  by  corporations,  see 
section  288  and  article  641."^ 

**The  gross  income  of  a  corporation  for  the  purpose  of  the 
tax  in  general  includes  and  excludes  the  same  things  as  the 

•  Reg.  45.  Art.  Jtt.    Cf.  T.  D.  2011,  July  28.  1914. 

*  Beg.  45,  Art  71. 
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gross  income-  of  an  individual.  It  embraces  not  only  the 
operatinsr  revenues,  but  also  gains,  profits  and  income  from 
an  other  sources,  such  as  rentals,  royalties,  interest,  divi- 
dends from  stock  in  other  corporations,  and  profits  from 
the  sale  of  capital  assets.  The  proceeds  of  Ufe  insurance 
policies  paid  upon  the  death  of  the  insured  to  a  corporation 
beneficiary,  less  any  premiums  paid  by  the  corporation  and 
not  deducted  from  gross  income,  are  to  be  included  in  its 
gross  income.  See  sections  218  and  216  of  the  statute  and 
articles  31-88  and  294.  But  in  the  case  of  Ufe  and  mutual 
marine  insurance  companies  and  of  foreign  corporations 
there  are  special  provisions.    See  articles  548-550.''* 

*Tn  the  case  of  a  manufacturing,  merchandising  or  mining 
business  'gross  income'  means  the  total  sales,  less  the  cost 
of  goods  sold,  plus  any  income  from  investments  and  from 
incidental  or  outside  operations  or  sources.  In  determining 
the  gross  income  subtractions  should  not  be  made  for  depre- 
ciation, depletion,  selling  expenses  or  losses,  or  for  items  not 
ordinarily  used  in  computing  the  cost  of  goods  sold.  Gross 
income  includes  all  amounts  received  by  the  taxpayer  as 
allowances  for  amortization,  from  whatever  source  and  by 
whatever  name  called.  The  allowance  for  amortization  au- 
thorized by  the  statute  must  be  taken  by  way  of  explicit 
deduction  from  gross  income.  See  section  214  (a)  (9)  and 
articles  181-188.   See  also  article  52."* 

§62.  Compensation  for  personal  services. — Gross  income 
includes  gains,  profits  and  income  derived  from  salaries, 
wages  or  compensation  for  personal  services  of  whatever 
kind  and  in  whatever  form  paid,  whether  in  cash  or  in  prop- 
erty, including  in  the  case  of  the  President  of  the  United 
States,  the  judges  of  the  Supreme  and  inferior  courts  of  the 
United  States,  and  all  other  officers  and  employees,  whether 
elected  or  appointed,  of  the  United  States,  Alaska,  Hawaii, 
or  any  political  subdivision  thereof,  or  the  District  of  Co- 
lombia, the  compensation  received  as  such.^ 

•  Ueg.  45.  Art  641. 

*  Ree.  45.  Art.  86. 

»  B.  A.  liilS,  Sec  213(a).  Cf.  T.  D.  2090.  Dec.  14, 1914;  T.  D.  2136,  Jan.  23.  1915; 
T.  D.  2812.  Dm.  20.  1917. 
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''Where  no  determination  of  compensation  is  had  until 
the  completion  of  the  services,  the  amount  received  is  in- 
come for  the  calendar  year  of  its  determination.  Com- 
missions paid  salesmen,  compensation  for  services  on  the 
basis  of  a  percentage  of  profits,  commissions  on  insurance 
premiums,  tips,  retired  pay  of  federal  and  other  officers, 
and  pensions  or  retiring  allowances  paid  by  the  United 
States  or  private  persons,  are  income  to  the  recipients;  as 
are  also  marriage  fees,  baptismal  offerings,  sums  paid  for 
saying  masses  for  the  dead,  and^other  gifts  and  contributions 
received  by  a  clergyman,  evangelist  or  religious  worker  for 
services  rendered.  The  salaries  of  federal  officers  and  em- 
ployees are  subject  to  tax.  But  see  article  86.  See  further 
articles  85  and  105-108.'" 

'Where  services  are  paid  for  with  something  other  than 
money,  the  fair  market  value  of  the  thing  taken  in  payment 
is  the  amount  to  be  included  as  income.  If  the  services  were 
rendered  at  a  stipulated  price,in  the  absence  of  evidence  to 
the  contrary  such  price  will  be  presimied  to  be  the  fair  value 
of  the  compensation  received.  Compensation  paid  an  em- 
ployee of  a  corporation  in  its  stock  is  to  be  treated  as  if  the 
corporation  sold  the  stock  for  its  market  value  and  paid 
the  employee  in  cash.  When  living  quarters  such  as  camps 
are  furnished  to  employees  for  the  convenience  of  the  em- 
ployer, the  ratable  value  need  not  be  added  to  the  cash  com- 
pensation of  the  employee,  but  where  a  person  receives  as 
compensation  for  services  rendered  a  salary  and  in  addition 
thereto  living  quarters,  the  value  to  such  person  of  the 
quarters  furnished  constitutes  income  subject  to  tax. 
Premiums  paid  by  an  employer  on  life,  accident  or  h^lth 
policies  in  favor  of  his  employees  as  additional  compensation 
of  such  employees  are  income  to  the  employees.*'* 

'Tromissory  notes  received  in  payment  for  services,  and 
not  merely  as  security  for  such  payment,  constitute  income 
to  the  amount  of  their  fair  market  value.  A  taxpayer  re- 
ceiving as  compensation  a  note  regarded  as  good  for  its  face 

«  Reer.  45.  Art  82.    Cf.  Edwards  t.  Keith,  224  Fed.  686,  231  Fed.  UO  (R.  A. 
191S);  Woods  t.  LeweUyn,  252  Fed.  106  (R.  A.  1018). 
•  Reg.  46.  Art.  88.    Cf.  T.  D.  2079.  Nov.  24.  1914. 
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value  at  maturity,  but  not  bearing  interest,  may  properly 
treat  as  income  as  of  the  time  of  receipt  the  fair  discounted 
value  of  the  note  at  such  time.  Thus,  if  it  appears  that  such 
a  note  is  or  could  be  discounted  on  a  six  or  seven  per  cent 
basis,  the  recipient  may  include  such  note  in  his  gross  in- 
come to  the  amount  of  its  face  value  less  discount  computed 
at  the  prevailing  rate  for  such  transactions.  If  the  pay- 
ments due  on  a  note  so  accounted  for  are  met  as  they  become 
due,  there  should  be  included  as  income  in  respect  of  each 
such  payment  so  much  thereof  as  represents  recovery  for 
the  discount  originally  deducted.''^ 

Where  suit  is  brought  for  arrears  of  salary,  necessitating 
legal  expenses,  the  gross  income  derived  from  the  salary 
consists  of  the  net  proceeds  of  the  suit. 

Troublesome  questions  may  arise  where  intangible  prop- 
erty, such  as  an  option  to  purchase  stock,  is  given  as  com- 
pensation for  services.  The  dividing  line  between  a  mere 
sale  and  a  sale  combined  with  compensation  for  services  is 
not  always  well-defined. 

§63.  Rent  and  royalties.^ — Gross  income  includes  income 
derived  from  rent  of  real  or  personal  property,  by  whatever 
name  called.' 

''When  improvements  made  by  a  lessee  become  part  of  the 
real  estate,  the  value  of  such  improvements  upon  the  expira- 
tion of  the  existing  term  of  the  lease  is  income  to  the  lessor. 
In  general,  sums  paid  by  a  tenant  for  the  use  of  property, 
although  to  another  than  the  landlord,  are  properly  to  be 
regarded  as  rent  and  constitute  income  of  the  landlord.  See 
further  article  109.  Royalties  on  patents  are  income.'" 

Where  a  landlord  fixes  the  rent  by  requiring  that  the 
tenant  spend  every  year  so  much  on  improvements,  the 
amount  so  spent  is  income  to  the  landlord  for  that  year. 

"Where  a  corporation  has  leased  its  property  in  considera- 
tion that  the  lessee  shall  pay  in  lieu  of  other  rental  an 
amount  equivalent  to  a  certain  rate  of  dividend  on  the 

1  Reg.  46,  Art  M. 

•  B.  A.  1018,  Sect.  21S(a)  and  288(a).  _ 

•  Beg.  46,  Art  4a    Cf.  Miller  y.  GeaHn,  258  Fed.  226  (R.  A.  1»1«).    Cf.  T.  D. 

aom,  Dee.  14.  1914;  T.  D.  2442,  Feb.  6,  1017. 
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lessor's  capital  stock  or  the  interest  on  the  lessor's  outstand- 
ing indebtedness,  together  with  taxes,  insurance  or  other 
fixed  charges,  such  payments  shall  be  considered  rental  pay- 
ments and  shall  be  returned  by  the  lessor  corporation  as 
income,  notwithstanding  the  fact  that  the  dividends  and  in- 
terest are  paid  by  the  lessee  directly  to  the  stockholders  and 
bondholders  of  the  lessor.  The  fact  that  a  corporation  has 
conveyed  or  let  its  property  and  has  parted  with  its  man- 
agement and  control,  or  has  ceased  to  engage  in  the  business 
for  which  it  was  originally  organized,  will  not  relieve  it  from 
liability  to  the  tax.  While  the  payments  made  by  the  lessee 
directly  to  the  bondholders  or  stockholders  of  the  lessor  are 
rentals  as  to  both  the  lessee  and  lessor  (rentals  paid  in  one 
case  and  rentals  received  in  the  other),  to  the  bondholders 
and  the  stockholders  such  amounts  are  interest  and  divi- 
dend payments  received  as  from  the  lessor  and  as  such  shall 
be  accounted  for  in  their  returns/'* 

§64.  Proceeds  of  insurance  and  annoitiesv— Gross  income 
does  not  include  the  following  items,  which  are  exempt  from 
income  taxation:  (1)  the  proceeds  of  life  insurance  policies 
paid  upon  the  death  of  the  insured  to  individual  beneficiaries 
(including  partnerships)  or  to  the  estate  of  the  insured ;  (2) 
the  amount  received  by  the  insured  as  a  return  of  premium 
or  premiums  paid  by  him  under  life  insurance,  endowment 
or  annuity  contracts,  either  during  the  term  or  at  the  ma- 
turity of  the  term  mentioned  in  the  contract  or  upon  sur- 
render of  the  contract;  and  (3)  amounts  received  through 
accident  or  health  insurance  or  under  workmen's  compensa- 
tion acts  as  compensation  for  personal  injuries  or  sickness, 
plus  the  amount  of  any  damages  received  whether  by  suit 
or  agreement  on  account  of  such  injuries  or  sickness.' 

''Annuities  paid  by  religious,  charitable  and  educational 
corporations  under  an  annuity  contract  are  subject  to  tax  to 
the  extent  that  the  aggregate  amount  of  the  payments  to 

«  Reg.  45t  Art.  646.  Cf.  Houston  Belt  k  Terminal  Ry.  Co.  t.  United  States, 
2S0  Fed.  1  (R.  A.  1909) ;  Northern  R.  R.  Co.  t.  Lowe,  266  Fed.  866  (R.  A.  1913) ; 
West  Bnd  St  Ry.  Co.  t.  Mailer.  246  Fed.  626  (R.  A.  1918). 

•R.  A.  1918.  Sec,  213(b)(1)  (2)  (6).  Cf.  T.  D.  2136.  Jan.  23.  1916;  T.  D.  2137. 
Jan.  30,  1915;  T.  D.  2670,  Not.  6,  1917;  T.  D.  2747.  Jidy  12.  19ia 
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the  annuitant  exceeds  any  amounts  paid  by  him  as  considera- 
tion for  the  contract.  An  annuity  charged  upon  devised  land 
is  income  taxable  to  the  aimuitant,  whether  paid  by  the  de- 
visee out  of  the  rents  of  the  land  or  from  other  sources.  The 
devisee  is  not  required  to  return  as  taxable  income  the 
amount  of  rent  paid  to  the  annuitant,  and  he  is  not  entitled 
to  deduct  from  his  taxable  income  any  sums  paid  to  the 
anuitant.  Where  an  insured  receives  under  life  insurance, 
endowment  or  annuity  contracts  sums  in  excess  of  the 
premiums  paid  therefor,  such  excess  is  income  for  the  year 
of  its  receipt.  See  article  72.  Distributions  on  paid-up  policies 
which  are  made  out  of  earnings  of  the  insurance  company 
subject  to  tax  are  in  the  nature  of  corporate  dividends  and 
are  income  of  an  individual  only  for  the  purpose  of  the  sur- 
tax."* 

''(a)  Upon  the  death  of  an  insured  the  proceeds  of  his  life 
insurance  policies,  whether  paid  to  his  estate  or  to  indi- 
vidual beneficiaries,  directly  or  in  trust,  are  excluded  from 
the  gross  income  of  the  beneficiary.  See  article  641.  (6) 
During  his  life  only  so  much  of  the  amount  received  by 
an  insured  under  life,  endowment  or  annuity  contracts  as 
represents  a  return,  without  interest,  of  premiums  paid  by 
him  therefor  is  excluded  from  his  gross  income.  See  article 
47.  (c)  Whether  he  be  alive  or  dead,  the  amounts  received 
by  an  insured  or  his  estate  or  other  beneficiaries  through 
accident  or  health  insurance  or  under  workmen's  compensa- 
tion acts  as  compensation  for  personal  injuries  or  sickness 
are  excluded  from  the  gross  income  of  the  insured,  his  estate 
and  other  beneficiaries.  Any  damages  recovered  by  suit  or 
agreement  on  account  of  such  injuries  or  sickness  are  simi- 
larly excluded  from  the  gross  income  of  the  individual  in- 
jured or  sick,  if  hving,  or  of  his  estate  or  other  beneficiaries 
entitled  to  receive  such  damages,  if  dead.  See  further  article 
294.  Since  June  25,  1918,  no  assessment  of  any  federal  tax 
may  be  made  on  any  allotments,  family  allowances,  compen- 
sation, or  death  or  disability  insurance  payable  under  the 

•  Res.  45.  Art  47.  Ct  T.  D.  2090.  Dec.  14,  1914;  T.  D.  2152.  Feb.  12.  1015. 
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War  Risk  Insurance  Act  of  September  2, 1917,  as  amended, 
even  though  the  benefit  accrued  before  that  date/'' 

§65.  Gifts  and  contributions  to  capitaL — Gross  income 
does  not  include  the  value  of  property  acquired  by  gift,  be- 
quest, devise  or  descent;  but  the  income  from  such  property 
must  be  included  in  gross  income/ 

"Money  and  real  or  personal  property  received  as  gifts, 
or  received  under  a  will  or  under  statutes  of  descent  and 
distributio;i,  are  exempt  from  tax,  although  the  income 
therefrom  derived  from  investment,  sale  or  otherwise  is  not 
See  section  202  of  the  statute  and  articles  82,  51  and  1662. 
An  amount  of  principal  paid  under  a  marriage  settlement  is 
a  gift.  Neither  alimony  nor  an  allowance  based  on  a  separa- 
tion agreement  is  taxable  income.   See  article  291.''* 

Of  course,  the  income  from  a  gift  of  tax-exempt  bonds 
need  not  be  included  in  gross  income,  but  a  profit  on  their 
sale  must  be.  For  the  method  of  determining  the  profit 
or  loss  on  the  sale  of  a  gift,  see  §71. 

'The  cancellation  and  forgiveness  of  indebtedness  is  de- 
pendent on  the  circumstances  for  its  effect.  It  may  amount 
to  a  pajrment  of  income  or  to  a  gift  or  to  a  capital  transact 
tion.  If,  for  example,  an  individual  performs  services  for  a 
creditor,  who  in  consideration  thereof  cancels  the  debt,  in- 
come to  that  amount  is  realized  by  the  debtor  as  compensa- 
tion for  his  services.  If,  however,  a  creditor  merely  desires 
to  benefit  a  debtor  and  without  any  consideration  therefor 
cancels  the  debt,  the  amount  of  the  debt  is  a  gift  from  the 
creditor  to  the  debtor  and  need  not  be  included  in  the  lat- 
ter's  gross  income.  If  a  stockholder  in  a  corporation  which 
is  indebted  to  him  gratuitously  forgives  the  debt,  the  trans- 
action amounts  to  a  contribution  to  the  capital  of  the  cor- 
poration.^ If,  however,  a  corporation  to  which  a  stockholder 
is  indebted  forgives  the  debt,  the  transaction  has  the  effect 

V  Reg.  45.  Art  72. 

•R.  A.  1918,   Sees.  218(b)  (S)    and  28S(a). 


•  Rer.  45,  Art.  78.  See  Oonld  t.  OoQld,  245  U.  8.  161  (R.  A.  1018).  Ct.  T.  D. 
20090.  Dee.  14,  1914. 

iSee  United  Statea  t.  Oregon- Wathlngton  R.  ft  N.  Co.,  261  Fed.  211 
(R.  A.  1909). 
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of  the  payment  of  a  dividend.    See  sections  218(b)  (3)  and 
240  of  the  statute  and  articles  543  and  631-638/'' 

"Where  a  corporation  requires  additional  funds  for  con- 
ducting its  business  and  obtains  such  needed  money  through 
voluntary  pro  rata  payments  by  its  stockholders,  the 
amounts  so  received  being  credited  to  its  surplus  account 
or  to  a  special  capital  account,  such  amounts  will  not  be 
considered  income,  although  there  is  no  increase  in  the  out- 
standing shares  of  stock  of  the  corporation.  The  payments 
in  such  circumstances  are  in  the  nature  of  voluntary  assess- 
ments upon,  and  represent  an  additional  price  paid  for,  the 
shares  of  stock  held  by  the  individual  stockholders,  and  will 
be  treated  as  an  addition  to  and  as  a  part  of  the  operating 
capital  of  the  company.    See  articles  51,  293,  838  and  860.''* 

§66.  Compensation  for  loss  of  property. — ^'In  the  case  of 
property  which  has  been  lost  or  destroyed  in  whole  or  in  part 
through  fire,  storm,  shipwreck  or  other  casualty,  or  where 
the  owner  of  property  has  lost  or  transferred  title  by  reason 
of  the  exercise  of  the  power  of  requisition  or  eminent  do- 
main, including  cases  where  a  voluntary  transfer  or  convey- 
ance is  induced  by  reason  of  the  fact  that  a  technical  requisi- 
tion or  condemnation  proceeding  is  imminent,  the  amount 
received  by  the  owner  as  compensation  for  the  property  may 
show  an  excess  over  the  value  of  the  property  on  March  1, 
1913,  or  over  its  cost,  if  it  was  acquired  after  that  date 
(after  making  proper  provision  in  either  case  for  deprecia- 
tion to  the  date  of  the  loss,  damage  or  transfer) .  The  trans- 
action is  not  regarded  as  completed  at  this  stage,  however, 
if  the  taxpayer  proceeds  immediately  in  good  faith  to  re- 
place the  property,  or  if  he  makes  application  to  establish 
a  replacement  fund  as  pi'ovided  in  the  following  article.  In 
such  a  case  the  gain,  if  any,  is  measured  by  the  excess  of 
the  amount  received  over  the  amount  actually  and  reason- 
ably expended  to  replace  or  restore  the  property  substan- 
tiaUy  in  kind,  exclusive  of  any  expenditures  for  additions  or 
betterments.    The  new  or  restored  property  effects  a  re- 

•  Beg.  45.  Art.  51.  •  Reg.  45,  Art.  543. 
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placement  in  kind  oiJy  to  the  extent  that  it  serves  the  same 
purpose  as  the  property  which  it  replaces  without  added 
capacity  or  other  element  of  additional  value.  Such  new  or 
restored  property  shall  not  be  valued  in  the  accounts  of  the 
taxpayer  at  ah  amount  in  excess  of  the  cost  or  value  at 
March  1,  1913,  if  acquired  before  that  date  (after  niaking 
proper  provision  in  either  case  for  depreciation  to  the  date 
of  the  loss,  damage  or  transfer),  of  the  original  property,^ 
plus  the  cost  of  any  actual  additions  and  betterments.  If 
the  taxpayer  does  not  elect  to  replace  or  restore  the  prop- 
erty, the  transaction  will  then  be  deemed  to  be  completed 
and  the  income  shall  be  measured  by  the  excess  of  the 
amount  of  the  compensation  received  over  the  cost  of  the 
property  or  its  actual  value  at  March  1,  1913,  if  acquired 
before  that  date  (after  making  proper  provision  in  either 
case  for  depreciation  to  the  date  of  the  loss,  damage  or  trans- 
fer). See  article  141.  Articles  49  and  50  have  no  applica- 
tion to  property  which  is  voluntarily  sold  or  disposed  of."* 
"In  any  case  in  which  the  taxpayer  elects  to  replace  or 
restore  the  lost,  damaged  or  transferred  property,  but  where 
it  is  not  practicable  to  do  so  immediately,  he  may  obtain 
permission  to  establish  a  replacement  fund  in  his  accounts 
in  which  the  entire  amount  of  the  compensation  so  received 
shall  be  held,  without  deduction  for  the  payment  of  any 
mortgage,  and  pending  the  disposition  thereof  the  account- 
ing for  gain  or  loss  thereupon  may  be  deferred  for  a  reason- 
able period  of  time,  to  be  determined  by  the  Commissioner. 
In  such  a  case  the  taxpayer  should  make  application  to  the 
Commissioner  on  form  1114  for  permission  to  establish  such 
a  replacement  fund  and  in  his  application  should  recite  all 
the  facts  relating  to  the  transaction  and  undertake  that  he 
will  proceed  as  expeditiously  as  possible  to  replace  or  restore 
such  property.  The  taxpayer  will  be  required  to  furnish  a 
bond  with  such  surety  as  the  Commissioner  may  require  for 
an  amount  not  less  than  the  estimated  additional  income 
and  war  profits  and  excess  profits  taxes  assessable  by  the 
United  States  upon  the  income  so  carried  to  the  replace- 

*  Rez.  45,  Art.  49.    Cf.  T.  D.  2706.  Apr.  26, 1918;  T.  D.  2733,  Jane  17, 1918;  T.  !> 
2755.  Aug.  26,  1018. 
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ment  fund.  See  section  1320  of  the  statute.  The  estimated 
additional  taxes,  for  the  amount  of  which  the  claimant  is 
required  to  furnish  security,  should  be  computed  at  the 
rates  at  which  the  claimant  would  have  been  obliged  to  pay, 
taking  into  consideration  the  remainder  of  his  net  income 
and  resolving  against  him  aU  matters  in  dispute  affecting  the 
amount  of  the  tax.  Only  surety  companies  holding  certifi- 
cates of  authority  from  the  Secretary  of  the  Treasury  as 
acceptable  sureties  on  federal  bonds  will  be  approved  as 
sureties.  The  application  should  be  executed  in  triplicate,  so 
that  the  Commissioner,  the  applicant  and  the  surety  or  de- 
positary may  each  have  a  copy."* 


»  Rcf .  45.  Art.  50. 
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Gross  Income  from  Sales 

§71.  Basis  for  determining  gain  or  loss. — ^For  the  purpose 
of  ascertaining  the  gain  derived  or  loss  sustained  from  the 
sale  or  other  disposition  of  property,  real,  personal  or  mixed, 
the  basis  (1)  in  the  case  of  property  acquired  before  March 
1, 1913,  shall  be  the  fair  market  price  or  value  of  such  prop- 
erty as  of  that  date,  and  in  the  case  of  property  acquired  on 
or  after  that  date,  shall  be  (2)  the  cost  thereof,  or  (3)  the 
inventory  value  thereof  if  the  inventory  is  made  in  accord- 
ance with  §72/ 

"For  the  purpose  of  ascertaining  the  gain  or  loss  from  the 
sale  or  exchange  of  property  the  basis  is  (a)  its  fair  market 
price  or  value  as  of  March  1, 1913,  if  acquired  prior  thereto, 
or  (&),  if  acquired  on  or  after  that  date,  its  costs  or  its  ap- 
proved inventory  value.  In  both  cases  proper  adjustment 
must  be  niade  for  any  depreciation  or  depletion  sustained. 
What  the  fair  market  price  or  value  of  property  was  on 
March  1, 1913,  is  a  question  of  fact  to  be  established  by  any 
evidence  which  will  reasonably  and  adequately  make  it  ap- 
pear. As  to  inventories  see  section  203  of  the  statute  and 
articles  1581-1585.  The  fair  market  value  as  of  March  1, 
1913,  has  no  bearing  on  the  determination  of  the  invested 
capital  of  a  corporation  for  the  purpose  of  the  war  profits 
and  excess  profits  tax.   See  section  326  and  article  831.'" 

"A  taxpayer  disposing  of  patents  or  copyrights  by  sale 
should  determine  the  profit  or  loss  arising  therefrom  by 
computing  the  difference  between  the  selling  price  and  the 
value  as  of  March  1,  1913,  if  acquired  prior  to  that  date, 
or  between  the  selling  price  and  the  cost,  if  acquired  subse- 

»  R.  A.  1918,  Sec.  202(a).  Cf.  C.  C.  C.  &  St.  L.  Ry.  Co.  v.  United  States.  247 
n.  S.  196  (R.  A.  1909) ;  Doyle  t.  Mitchell  Bros.  Co.,  247  U.  S.  179  (R.  A.  lOOO) ; 
Hayi  V.  Gauley  Mt.  Coal  Co.,  247  U.  S.  189  (R.  A.  1900) :  Scott  t.  Schwab.  255 
Fed.  57  (R.  A.  1909).  Cf.  T.  D.  1606,  March  29,  1910;  T.  D.  1875,  Feb.  14,  1911; 
T.  D.  1706,  June  9.  1911;  T.  D.  1742,  Dec.  15.  1911;  T.  D.  2077.  Nov.  21.  1914; 
T.  D.  2187,  Jan,  30,  1916;  T.  D.  2161,  Feb.  19.  1916;  T.  D.  2291,  Jan.  20.  1916; 
T.  D.  2740.  June  24.  1918. 

>  Reg.  46.  Art  1661. 


Digitized  by.  VjOOQ IC 


BASIS  FOR  DETERMINING  GAIN  OR  LOSS  §  71 

quently  to  that  date.  The  profit  or  loss  thus  ascertained 
should  be  increased  or  decreased,  as  the  case  may  be,  by  the 
amounts  deducted  on  account  of  depreciation  of  such  patents 
or  copyrights  since  February  28,  1913,  or  since  the.  date  of 
acquisition  if  subsequently  thereto.    See  article  167."* 

"Any  profit  or  loss  resulting  from  an  investment  in  good 
will  can  be  taken  only  when  the  business,  or  a  part  of  it,  to 
which  the  good  will  attaches  is  sold,  in  which  case  the  profit 
or  loss  win  be  determined  upon  the  basis  of  the  cost  of  the 
assets,  including  good  will,  or  their  fair  market  value  as  of 
March  1,  1913,  if  acquired  prior  thereto.  If  nothing  was 
paid  for  good  will  acquired  after  February  28,  1913,  no  de- 
ductible loss  is  possible,  although,  on  the  other  hand,  upon 
the  sale  of  the  business  there  may  be  a  profit.  It  is  imma- 
terial that  good  will  may  never  have  been  carried  on  the 
books  as  an  asset,  but  the  burden  of  proof  is  on  the  taxpayer 
to  establish  the  cost  or  fair  market  value  on  March  1,  1913, 
of  the  good  wiU  sold.''* 

Income  derived  from  sales  in  foreign  commerce  is  subject 
to  the  tax.* 

If  an  interest  bearing  obligation  is  purchased  at  a  price 
which  includes  accrued  interest,  such  interest  when  paid 
may  be  subtracted  from  the  purchase  price  in  determining 
the  cost  of  the  obligation  and  need  not  be  returned  as  in- 
come. When  such  an  obligation  is  sold  at  a  price  which  in- 
cludes accrued  interest,  the  total  selling  price  may  be  con- 
sidered in  computing  any  gain  or  loss,  without  treating  the 
accrued  interest  as  a  separate  item  of  income. 

**In  the  case  of  property  acquired  by  gift,  bequest,  devise 
or  descent  the  basis  for  computing  gain  or  loss  on  a  sale  is 
the  fair  market  price  or  value  of  the  property  at  the  date 
of  acquisition  or  as  of  March  1, 1913,  if  acquired  prior  there- 
to. For  the  purpose  of  determining  the  profit  or  loss  from 
the  sale  of  property  acquired  by  bequest,  devise  or  descent 
since  February  28,  1913,  its  value  as  appraised  for  the  pur- 
pose of  the  federal  estate  tax,  or  in  the  case  of  estates  not 

•  Be?.  45,  Art.  4a  "~  ' 
«  Reer.  45.  Art.  41. 

•  Peck  T.  Lowe.  247  U.  8.  166  (R.  A.  1018). 
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subject  to  that  tax  its  value  as  appraised  in  the  State  court 
for  the  purpose  of  State  inheritance  taxes,  should  be  deemed 
to  be.  its  fair  market  value  when  acquired.  See  section 
213(b)  (3)  of  the  statute  and  article  73."* 

§72.  Inventories. — ^Whenever  in  the  opinion  of  the  Com- 
missioner the  use  of  inventories  is  necessary  in  order  clearly 
to  determine  the  income  of  any  taxpayer,  they  shall  be  taken 
by  such  taxpayer  upon  such  basis  as  the  Ck)mmissioner  may 
prescribe  as  conforming  as  nearly  as  may  be  to  the  best 
accounting  practice  in  the  trade  or  business  and  as  most 
clearly  reflecting  the  income.* 

"In  order  to  reflect  the  net  income  correctly,  inventories 
at  the  beginning  and  ending  of  each  year  are  necessary  in 
every  case  in  which  the  production,  purchase  or  sale  of  mer- 
chandise is  an  income-producing  factor.  The  inventory 
should  include  raw  materials  and  supplies  on  hand  that  have 
been  acquired  for  sale,  consumption  or  use  in  productive 
processes,  together  with  all  finished  or  partly  finished  goods. 
Title  to  the  merchandise  included  in  the  inventory  should  be 
vested  in  the  taxpayer  and  goods  merely  ordered  for  future 
delivery  and  for  which  no  transfer  of  title  has  been  effected 
should  be  excluded.  The  inventory  should  include  merchan- 
dise sold  but  not  shipped  to  the  customer  at  the  date  of  the 
inventory,  together  with  any  merchandise  out  upon  consign- 
ment, but  if  such  goods  have  been  included  in  the  sales  of  the 
taxable  year  they  should  not  be  taken  in  the  inventory.  It 
should  also  include  merchandise  purchased,  although  not 
actually  received,  to  which  title  has  passed  to  the  purchaser. 
In  this  regard  care  should  be  exercised  to  take  into  the  ac- 
counts all  invoices  or  other  charges  in  respect  of  merchan- 
dise properly  included  in  the  inventory,  but  which  is  in 
transit  or  for  other  reasons  has  not  been  reduced  to  physical 
possession."' 

'Inventories,  should  be  valued  at  (a)  cost  or  (h)  cost  or 
market  whichever  is  lower.  Whichever  basis  is  adopted  must 

•  Regr.  45.  Art.  1562. 

»  R.  A.  l6l8.  Sec.  208.  CJf.  T.  D.  IWajan.  4,  1910;  T.  D.  1688,  Jan.  24.  1910; 
T.  D.  leOO.  Btorch  29.  1910;  T.  D.  IflTS/Feb.  14.  1911;  T.  D.  1742.  Dec.  15.  1911; 
T.  D.  2665.  March  8.  1918. 

•  Ref .  46,  Art.  1581. 

68 

Digitized  by  VjOOQIC 


-  INVENTORIES  §  7t 

be  applied  to  each  item  and  not  merely  to  the  total  of  the 
inventory;  that  is,  if  for  instance  basis  (6)  is  adopted,  the 
value  of  each  item  in  the  inventory  wiU  be  measured  by 
market  if  that  is  lower  than  cost,  or  by  cost  if  that  is  lower 
than  market.  A  taxpayer  may,  regardless  of  his  past  prac- 
tice, adopt  the  basis  of  cost  or  market,  whichever  is  lower, 
for  his  1918  inventory,  provided  a  disclosure  of  the  fact  that 
it  represents  a  change  is  made  in  the  return.  Thereafter 
changes  can  be  made  only  after  permission  is  secured  from 
the  Ck)mmissioner.  But  see  article  1685  for  inventories 
by  dealers  in  securities*  Inventories  should  be  recorded  in 
a  legible  manner  and  properly  computed  and  summarized, 
and  should  be  preserved  as  a  part  of  the  accounting  records 
of  the  taxpayer.  Goods  taken  in  the  inventory  which  have 
been  so  intermingled  that  they  can  not  be  identified  with 
specific  invoices  will  be  deemed  to  be  the  goods  most  recently 
purchased/'* 

"Cost  means:  (1)  In  the  case  of  merchandise  purchased, 
the  invoice  price  less  trade  or  other  discounts  except  strictly 
cash  discounts  approximating  a  fair  interest  rate,  which 
may  be  deducted  or  not  at  the  option  of  the  taxpayer  pro- 
vided a  consistent  course  is  followed.  To  this  net  invoice 
price  should  be  added  transportion  or  other  necessary 
charges  incurred  in  acquiring  possession  of  the  goods. 

"  (2)  In  the  case  of  merchandise  produced  by  the  taxpayer, 
(a)  the  cost  of  raw  materials  and  supplies  entering  into  or 
consumed  in  connection  with  the  product,  (5)  expenditures 
for  direct  labor,  (c)  indirect  expenses  incident  to  and  neces- 
sary for  the  production  of  the  particular  article,  including  in 
such  indirect  expenses  a  reasonable  proportion  of  manage- 
ment expenses,  but  not  including  any  cost  of  selling  or  re- 
turn on  capital  whether  by  way  of  interest  or  profit.  In  any 
industry  in  which  the  usual  rules  for  computation  of  cost  of 
production  are  inapplicable,  costs  may  be  approximated  upon 
such  basis  as  may  be  reasonable  and  in  conformity  with  es- 
tablished trade  practice  in  the  particular  industry.'" 

1  Regr.  45,  Art.  1582.  Cf.  T.  D.  2609,  Dec.  19,  1017;  T.  D.  2744,  July  8,  19ia 
«  Beg.  45.  Art.  1583. 
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''Market  means  the  current  bid  price  prevailing  at  the 
date  of  the  inventory  for  the  particular  merchandise,  and  is 
applicable  to  goods  purchased  and  on  hand  and  to  basic  ma- 
terials in  goods  in  process  of  manufacture  and  in  finished 
goods  on  hand,  exclusive,  however,  of  goods  on  hand  or  in 
process  of  manufacture  for  delivery  upon  firm  sales  con- 
tracts at  fixed  prices  entered  into  before  the  date  of  the  in- 
ventory. Where  no  open  market  quotations  are  available 
the  taxpayer  must  use  such  evidence  of  a  fair  market  price 
at  the  date  or  dates  nearest  the  inventory  as  may  be  avail- 
able to  him,  such  as  specific  transactions  in  reasonable 
volume  entered  into  in  good  faith,  or  compensation  paid  for 
cancellation  of  contracts  for  purchase  commitments.  The 
burden  of  proof  will  rest  upon  the  taxpayer  in  each  case  to 
satisfy  the  Commissioner  of  the  correctness  of  the  prices 
adopted.  It  is  recognized  that  in  the  latter  part  of  1918,  by 
reason  among  other  things  of  governmental  control  not  hav- 
ing been  relinquished,  conditions  were  abnormal  and  in  many 
commodities  there  was  no  such  scale  of  trading  as  to  es- 
tablish a  free  market.  In  such  a  case,  when  a  market  has 
been  established  during  the  succeeding  year,  a  claim  may  be 
filed  for  any  loss  sustained  in  accordance  with  the  provisions 
of  section  214(a)  (12)  or  section  234(a)  (14)  of  the  statute. 
See  articles  261^68."" 

"A  dealer  in  securities,  who  in  his  books  of  account  regu- 
larly inventories  unsold  securities  on  hand  either  (a)  at  cost 
or  (h)  at  cost  or  market  value  whichever  is  lower,  may  make 
his  return  upon  the  basis  upon  which  his  accounts  are  kept; 
provided  that  a  description  of  the  method  employed  shall  be 
included  in  or  attached  to  the  return,  that  all  the  securities 
must  be  inventoried  by  the  same  method,  and  that  such 
method  must  be  adhered  to  in  subsequent  years,  unless  an- 
other be  authorized  by  the  Commissioner.  For  the  purpose 
of  this  rule  a  dealer  in  securities  is  a  merchant  of  securities, 
whether  an  individual,  partnership  or  corporation,  with  an 
established  place  of  business,  regularly  engaged  in  the  pur- 
chase of  securities  and  their  resale  to  customers,  that  is, 


•  Reg.  45.  Art  1684. 
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one  who  as  a  merchant  buys  securities  and  sells  them  to  cus- 
tomers with  a  view  to  the  gains  and  profits  that  may  be  de- 
rived therefrom.  If  such  business  is  simply  a  branch  of  the 
activities  carried  on  by  such  person,  the  securities  inven- 
toried as  here  provided  may  include  only  those  held  for  pur- 
poses of  resale  and  not  for  investment.  Taxpayers  who  buy 
and  sell  or  hold  securities  for  investment  or  speculation, 
and  not  in  the  course  of  an  established  business,  and  officers 
of  corporations  and  members  of  partnerships,  who  in  their 
Individual  capacities  buy  and  sell  securities,  are  not  dealers 
in  securities  within  the  meaning  of  this  rule."* 

The  Internal  Revenue  Bureau  has  announced  its  intention 
of  making  a  special  drive  to  discover  taxpayers  who  have 
followed  erroneous  methods  in  taking  inventories.  The 
following  semi-official  statement  has  been  made  in  the  pub- 
lic press: 

"In  cases  of  voluntary  disclosures  before  investigation  of 
failure  to  make  proper  return,  the  policy  will  be  to  forego 
I>enalties  except  where  there  is  intentional  evasion.  Where 
discovery  is  made  by  government  officers,  heavy  penalties 
win  apply. 

*Tn  some  cases,  inventories  have  been  found  to  have  been 
taken  on  basis  of  average  costs,  though  it  was  possible  to 
identify  articles  remaining  on  hand  at  inventory  period,  and 
so  detemiine  their  exact  cost.  In  others,  because  of  con- 
servative accounting  methods,  flat  percentages  have  been 
deducted  after  determim'ng  inventory  values.  Others  use 
a  fixed  average,  based  upon  costs  of  prior  years,  or  fail  to 
include  all  merchandise  to  which  they  have  title  in  their 
inventory.  All  these  methods,  which  have  effect  of  reduc- 
ing tax  liability,  are  contrary  to  regulations  of  the  Bureau 
and  are  illustrative,  it  was  said,  of  numerous  irregularities 
found. 

**A  warning  by  the  Bureau  advises  taxpayers  who  have 
followed  such  methods  to  file  correct  returns  without  notice 
and  witiiout  investigation.  Some  taxpayers  have  voluntarily 
notified  the  Bureau  of  employment  of  incorrect  methods  and 

«  Res.  46,  Art  1066.  CL  T.  D.  2809.  Dec.  10,  1917;  T.  D.  2649.  Jan.  80.  19ia 
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are  filing  amended  returns.  It  is  only  fair  to  these  tax- 
payers, the  Bureau  states,  that  their  competitors  who  have 
made  similar  errors  should  be  located/' 

§73.  Sales  on  installment  plan. — ^When  property  is  sold  on 
the  installment  plan,  or  less  than  the  whole  of  property  pur- 
chased at  one  time  is  sold  leaving  part  of  the  original  pur- 
chase unsold,  it  is  certainly  a  possible  view  that  no  profit 
is  received  by  the  vendor  until  the  cost  of  the  property  has 
been  returned  to  him  in  full.  The  Internal  Revenue  Bureau, 
however,  has  taken  the  position  that  where  possible  there 
should  be  an  apportionment  of  the  prospective  profits. 

"Dealers  in  personal  property  ordinarily  seU  either  for 
cash,  or  on  the  personal  credit  of  the  buyer,  or  on  the  in- 
stallment plan.  Occasionally  a  fourth  type  of  sale  is  met 
with,  in  which  the  buyer  makes  an  initial  payment  of  such 
a  substantial  nature  (for  example,  a  payment  of  more  than 
25  per  cent)  that  the  sale,  though  involving  deferred  pay- 
ments, is  not  on  the  installment  plan.  In  sales  on  personal 
credit,  and  in  the  substantial  pajrment  type  just  mentioned, 
obligations  of  purchasers  are  to  be  regarded  as  the  equiva- 
lent of  cash,  but  a  different  rule  applies  to  sales  on  the  in- 
stallment plan.  Dealers  in  person^  property  who  sell  on 
the  installment  plan  usually  adopt  one  of  four  ways  of  pro- 
tecting themselves  in  case  of  default:  (a)  through  an  agree- 
ment that  title  is  to  remain  in  the  seller  until  the  buyer  has 
completely  performed  his  part  of  the  transaction ;  (h)  by  a 
form  of  contract  in  which  title  is  conveyed  to  the  purchaser 
inmiediately,  but  subject  to  a  lien  for  the  unpaid  portion  of 
the  purchase  price;  (c)  by  a  present  transfer  of  title  to  the 
purchaser,  who  at  the  same  time  executes  a  reconveyance 
in  the  form  of  a  chattel  mortgage  to  the  seller;  or  (d)  by 
conveyance  to  a  trustee  pending  performance  of  the  contract 
and  subject  to  its  provisions.  The  general  purpose  and  effect 
being  the  same  in  all  of  these  plans,  it  is  desirable  that  a 
uniformly  applicable  rule  be  established.  The  rule  pre- 
scribed is  that  in  the  sale  or  contract  for  sale  of  personal 
property  on  the  installment  plan,  whether  or  not  title  re- 
mains in  the  vendor  until  the  property  is  fully  paid  for,  the 
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income  to  be  returned  by  the  vendor  will  be  that  proportion 
of  each  installment  payment  which  the  gross  profit  to  be 
realized  when  the  property  is  paid  for  bears  to  the  gross  con- 
tract price.   Such  income  may  be  ascertained  by  taking  that 
proportion  of  the  total  payments  received  in  the  taxable 
year  from  installment  sales  (always  including  payments  re- 
ceived in  the  taxable  year  on  account  of  sales  effected  in 
earlier  years  as  well  as  those  effected  in  the  taxable  year) 
which  the  gross  profit  to  be  realized  on  the  total  installment 
sales  made  during  the  taxable  year  bears  to  the  gross  con- 
tract price  of  all  such  sales  made  during  the  taxable  year. 
Where  a  change  is  made  to  this  method  of  computing  net 
income  the  taxpayer's  balance  sheet  should  be  adjusted  con- 
formably as  of  the  date  when  the  change  is  effected.    If  for 
any  reason  the  vendee  defaults  in  any  of  his  installment  pay- 
ments and  the  vendor  repossesses  the  property,  the  entire 
amount  received  on  installment  payments,  less  the  profit 
already  returned,  will  be  income  of  the  vendor  for  the  year 
in  which  the  property  was  repossessed,  and  the  property 
repossessed  must  be  included  in  the  inventory  at  its  original 
cost  to  himself,  less  proper  allowance  for  damage  and  use, 
if  any.   If  the  vendor  choses  as  a  matter  of  consistent  prac- 
tice to  treat  the  obligations  of  purchasers  as  the  equivalent 
of  cash,  such  a  course  is  permissible.'''' 

"Deferred  pa3rment  sales  of  real  estate  ordinarily  fall  into 
two  classes  when  considered  with  respect  to  the  terms  of 
sale,  as  follows: 

''(1)  Installment  transactions,  in  which  the  initial  payment 
is  relatively  small  (generally  less  than  one-fourth  of  the 
purchase  price)  and  the  deferred  payments  usually  numer- 
ous and  of  small  amount.  They  include  (a)  sales  where 
there  is  immediate  transfer  of  title  when  a  small  initial  pay- 
ment is  made,  the  seller  being  protected  by  ^  mortgage  or 
other  lien  as  to  deferred  payments,  and  (6)  agreements  of 
purchase  and  sale  which  contemplate  that  a  conveyance  is 
not  to  be  made  at  the  outset,  but  only  after  all  or  a  sub- 
stantial portion  of  the  agreed  installments  have  been  i)aid. 


•  Reg.  45.  Art.  42.     Cf.  T.  D.  2707,  Apr.  25,  1918. 
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''(2)  Deferred  payment  sales  not  on  the  installment  plan, 
in  which  there  is  a  substantial  initial  pasrment  (ordinarily 
not  less  than  one-fourth  of  the  purchase  price),  deferred 
payments  being  secured  by  a  mortgage  or  other  lien.  Such 
sales  are  distinguished  from  sales  on  the  installment  plan  by 
the  substantial  character  of  the  initial  pajonent  and  also 
usually  by  a  relatively  small  number  of  deferred  payments. 

"In  determining  how  these  classes  shall  be  treated  in  levy- 
ing the  income  tax,  the  question  in  each  case  is  whether  the 
income  to  be  reported  for  taxation  shall  be  based  only  on 
amounts  actually  received  in  a  taxing  year,  or  on  the  entire 
consideration  made  up  in  part  of  agreements  to  pay  in  the 
future/'* 

"In  the  two  kinds  of  transactions  included  in  class  (1)  in 
the  foregoing  article,  installment  obligations  assumed  by  the 
buyer  are  not  ordinarily  to  be  regarded  as  the  equivalent  of 
cash,  and  the  vendor  may  report  as  his  income  from  such 
transactions  in  any  year  that  proportion  of  each  pasrment 
actually  received  in  that  year  which  the  gross  profit  to  be 
realized  when  the  property  is  paid  for  bears  to  the  gross  con- 
tract price.  If  the  return  is  made  on  this  basis  and  the 
vendor  repossesses  the  property  after  default  by  the  buyer, 
retaining  the  previous  pasrments,  the  entire  amount  of  such 
payments,  less  the  profit  previously  returned,  will  be  income 
to  the  vendor  and  will  be  so  returned  for  the  year  in  which 
the  property  was  repossessed,  and  the  property  repossessed 
must  be  included  in  the  inventory  at  its  original  cost  to  him- 
self (less  any  depreciation  as  defined  in  articles  161  and 
162).  If  the  taxpayer  chooses  as  a  matter  of  settled  prac- 
tice consistently  followed  to  treat  the  obligations  of  the  pur- 
chaser as  equivalent  to  cash  and  to  report  the  profit  derived 
from  the  entire  consideration,  cash  and  deferred  pasrments, 
as  income  for  the  year  when  the  sale  is  made,  this  is  per- 
missible, tf  so  treated  the  rule  prescribed  in  article  46  will 
apply/" 

"In  class  (2)  in  the  next  to  the  last  article  the  obligations 
assumed  by  the  buyer  are  much  better  secured  because  of 

•  Reg.  45,  Art.  44.  »  Beg.  45,  Art.  45.  ' 
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the  margin  afforded  by  the  substantial  first  payment,  and 
experience  shows  that  the  greater  number  of  such  sales  are 
eventually  carried  out  according  to  their  terms.  These 
obligations  for  deferred  payments  are  therefore  to  be  re- 
garded as  equivalent  to  cash,  and  the  profit  indicated  by  the 
entire  consideration  is  taxable  income  for  the  year  in  which 
the  initial  pasrment  was  made  and  the  obligations  assumed. 
If  the  buyer  defaults  and  the  seller  regains  title  to  the  land 
by  agreement  or  process  of  law,  retaining  payments  previ- 
ously made,  he  may  deduct  from  his  gross  income  as  a  loss 
in  the  year  of  repossession  any  excess  of  the  amount  pre- 
viously reported  as  income  over  the  amount  actually  re- 
ceived, and  must  include  such  real  estate  in  his  inventory  at 
its  original  cost  to  himself  (less  any  depreciation  as  defined 
in  articles  161  and  162).    See  article  153 J 


yys 


§74.  Sales  of  part  of  property. — ^As  noted  in  the  preced- 
ing section,  the  Internal  Revenue  Bureau  requires  an  appor- 
tionment of  cost  and  profits  whenever  possible.  It  is  not  alto- 
gether clear  that  it  has  a  right  to  make  such  a  requirement, 
and  even  so,  the  extent  to.  which  the  rule  should  be  applied 
is  uncertain. 

**Where  a  tract  of  land  is  purchased  with  a  view  to  divid- 
ing it  into  lots  or  parcels  of  ground  to  be  sold  as  such,  the 
entire  fair  market  value  as  of  March  1,  1913,  or  the  cost,  if 
acquired  subsequently  to  that  date,  shsdl  be  equitably  appor- 
tioned to  the  several  lots  or  parcels  and  made  a  matter  of 
record  in  the  books  of  the  taxpayer,  to  the  end  that  any  gain 
derived  from  the  sale  of  any  such  lots  or  parcels  may  be  re- 
turned as  income  for  the  year  in  which  the  sale  was  made. 
This  rule  contemplates  that  there  will  be  a  measure  of  gain 
or  loss  in  every  lot  or  parcel  sold,  and  not  that  the  capital 
invested  in  the  entire  tract  shall  be  extinguished  before  any 
taxable  income  shall  be  returned.  The  sale  of  each  lot  or 
parcel  will  be  treated  as  a  separate  transaction  and  the  gain 
or  loss  will  be  accounted  for  accordingly."* 


•  Reg.  45.  Art.  46.  »  Reg.  45,  Art.  43. 
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On  the  other  hand,  if  a  taxpayer  buys  a  house  and  lot 
for  $10,000  and  sells  part  of  the  lot  for  $1,000,  he  can 
scarcely  be  said  to  have  yet  realized  a  gain  or  loss. 

/'When  shares  of  stock  in  a  corporation  are  sold  from  lots 
purchased  at  different  times  and  at  different  prices  and  the 
identity  of  the  lots  can  not  be  determined,  the  stock  sold 
shall  be  charged  against  the  earliest  purchases  of  such  stock. 
The  excess  of  the  amount  realized  on  the  sale  over  the  cost 
of  the  stock,  or  its  fair  market  value  as  of  March  1,  1913, 
if  purchased  before  that  date,  will  be  the  profit  to  be  ac- 
counted for  as  income.  In  the  case  of  stock  received  as  a 
stock  dividend,  whether  or  not  paid  out  of  earnings  or  profits 
accrued  since  February  28, 1913,  and  in  the  case  of  stock  in 
respect  of  which  any  such  dividend  was  paid,  the  cost  of 
each  share  of  such  stock  shall  be  ascertained  as  specified 
in  article  1547.  Where  common  stock  is  received  as  a  bonus 
with  the  purchase  of  preferred  stock  or  bonds,  the  total 
purchase  price  shall  be  fairly  apportioned  between  the  stock 
and  securities  purchased  for  the  purpose  of  determining  the 
portion  of  the  consideration  attributable  to  each  class  of 
stock  or  securities  and  so  representing  its  cost,  but  if  that 
should  be  impracticable  in  any  case,  no  profit  on  any  subse- 
quent sale  of  any  part  of  the  stock  or  securities  will  be 
realized  until  out  of  the  proceeds  of  sales  shall  have  been 
recovered  the  total  cost.  See  article  1565.  The  entire 
amount  realized  from  the  sale  of  rights  to  subscribe  for  stock 


is  income."^ 


It  is  doubtful  if  the  proceeds  of  the  sale  of  rights  to  sub- 
scribe for  stock  are  properly  taxable.  It  is  contended  with 
considerable  force  that  such  proceeds  should  merely  be  ap- 
plied to  reduce  the  cost  of  the  old  stock  to  the  taxpayer. 

The  rule  as  to  sales  of  shares  of  stock  purchased  at  dif- 
f errent  times  applies  also  to  bonds  and  other  fungible  things. 
The  better  rule,  to  which  the  Bureau  may  very  likely  come, 
is  that  the  cost  of  stock  purchased  at  different  times  should 
be  averaged  for  the  purpose  of  determining  gain  or  loss 


1  Reg.  45,  Art.  80. 
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on  the  sale  of  any  of  it.  The  Bureau  has  adopted  the  latter 
rule  in  the  case  of  stock  dividends. 

"As  stock  dividends  were  taxable  income  under  the  Rev- 
enue Act  of  1916,  as  well  as  the  present  statute,  but  were 
not  under  the  Act  of  October  3,  191Sf,  different  considera- 
tions may  apply  to  the  sale  of  stock  received  as  a  dividend 
"bef ore  1916  and  stock  so  received  thereafter.  See  article  39. 
For  the  purpose  of  ascertaining  the  gain  or  loss  derived  from 
the  sale  of  stock  of  a  corporation  received  as  a  dividend,  or 
from  the  sale  of  the  stock  in  respect  of  which  such  dividend 
was  paid,  the  cost  (used  to  include  also,  where  required,  fair 
market  price  or  value  as  of  March  1,  1913)  of  such  stock  is 
to  be  determined  in  accordance  with  the  following  rules: 

"(1)  In  the  case  of  stock  (a)  received  as  a  dividend  in  1913, 
1914  or  1915  out  of  surplus  however  created,  or  (6)  received 
as  a  dividend  in  1916  or  subsequent  years  out  of  surplus 
other  than  earnings  or  profits  accumulated  since  February 
28, 1913,  the  cost  of  each  share  of  new  stock  is  the  quotient 
of  the  cost  of  the  old  stock  divided  by  the  number  of  old  and 
new  shares  added  together. 

"(2)  In  the  case  of  the  stock  in  respect  of  which  any  stock 
dividend  was  paid  as  described  under  (1),  the  cost  of  each 
share  of  old  stock  is  similarly  the  quotient  of  the  cost  of 
the  old  stock  divided  by  the  number  of  old  and  new  shares. 

"(3)  In  the  case  of  stock  received  as  a  dividend  in  1916  or 
subsequent  years  out  of  earnings  or  profits  accumulated 
since  February  28, 1913,  the  cost  of  each  share  of  new  stock 
is  the  quotient  of  the  sum  of  (a)  the  cost  of  the  old  stock 
plus  (h)  the  valuation  at  which  the  new  stock  was  returnable 
as  income  (as  shown  by  the  transfer  of  surplus  to  capital 
account  on  the  books  of  the  corporation,  usually  its  par 
value),  divided  by  the  number  of  old  and  new  shares  added 
together. 

"(4)  In  the  case  of  the  stock  in  respect  of  wjiich  any  stock 
dividend  was  paid  as  described  under  (3),  the  cost  of  each 
share  of  old  stock  is  similarly  the  quotient  of  the  sum  of 
(a)  the  cost  of  the  old  stock  plus  (b)  the  valuation  at  which 
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the  new  stock  was  returnable  as  income,  divided  by  the  num- 
ber of  old  and  new  shares/'* 

Of  course,  if  the  taxation  of  stock  dividends  is  held  to 
be  unconstitutional,  the  principles  laid  down  in  subdivisions 
(1)  and  (2)  would  apply  to  all  cases. 

When  a  lump  sum  is  paid  for  a  mixed  aggregate  of  prop- 
erty, the  apportionment  <d  cost  or  profits  is  naturally  more 
difficult  than  when  the  property  purchased  consists  of  a 
number  of  like  units.  The  Bureau  demands  it,  however, 
where  practicable.  If  $10,000  face  value  of  bonds  and  $1,000 
par  value  of  stock  are  purchased  for  $10,000,  apportionment 
of  the  cost  is  certainly  not  very  practicable,  unless,  for  ex- 
ample, the  bonds  have  a  ready  market  at  95  and  the  stock 
at  50.  If  the  same  proportion  of  the  bonds  and  of  the  stock 
were  sold  at  any  one  time,  apportionment  would  be  more 
practicable  than  (as  is  probably  more  usual)  upon  a  sale  of 
either  bonds  or  stock,  or  of  bonds  and  stock  in  different 
proportions. 

The  following  regulation,  which  applies  specifically  to  ex- 
changes of  property,  is  doubtless  regarded  as  equally  ap- 
plicable to  sales  and  as  amplifying  the  ruling  quoted  abov«» 
concerning  the  sale  of  stock  received  as  a  bonus  with  other 
stock  or  bonds.  It  may  be  parenthetically  noted  that  in 
former  regulations  of  the  Bureau  stock  received  as  a  bonus 
was  treated  as  having  cost  nothing,  so  that  the  entire  pro- 
ceeds of  its  sale  were  deemed  taxable  income. 

"(a)  If  property  is  exchanged  for  two  different  kinds  of 
property,  such  as  bonds  and  stock,  the  bonds  having  a  mar- 
ket value  and  the  stock  none,  the  value  of  the  bonds  is  to 
be  compared  with  the  cost  or  fair  market  value  as  of  March 
1, 1913,  of  the  original  property,  as  the  case  may  be.  If  the 
market  value  of  the  bonds  is  less  than  such  cost  or  value, 
the  difference  represents  the  cost  of  the  stock.  If  the  mar* 
ket  value  of  the  bonds  is  greater  than  such  cost  or  value, 
the  difference  is  taxable  income  at  the  time  of  the  exchange 
and  whenever  sold  the  entire  proceeds  of  the  stock  will  be 
taxable.  (6)  If  property  is  exchanged  for  two  different  kinds 

•  Reg.  45,  Art.  1M7.    Of.  T.  D.  2784,  June  17.  lOia 
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of  property,  such  as  bonds  and  stock,  neither  having  a  mar- 
ket value,  the  cost  or  fair  market  value  as  of  March  1, 1913, 
of  the  original  property  should  be  apportioned,  if  possible, 
between  the  bonds  and  stock  for  the  purpose  of  determining 
gain  or  loss  on  subsequent  sales.  If  no  fair  apportionment 
is  practicable,  no  profit  on  any  subsequent  sale  of  any  part 
of  the  bonds  or  stock  is  realized  until  out  of  the  proceeds  of 
sales  shall  have  been  recovered  the  entire  cost  or  fair  market 
value  as  of  March  1, 1913,  of  the  original  property/" 

§75.  Capital  transactions  of  corporatioiis.^''The  pro- 
ceeds from  the  original  sale  by  a  corporation  of  its 
shares  of  capital  stock,  whether  such  proceeds  are  in  ex- 
cess of  or  less  than  the  par  value  of  the  stock  issued,  con- 
stitute the  capital  of  the  company.  If  the  stock  is  sold  at  a 
premium,  the  premium  is  not  income.  Likewise,  if  the  stock 
is  sold  at  a  discount,  the  amount  of  the  discount  is  not  a  loss 
deductible  from  gross  income.  If,  for  the  purpose  of  enabling 
a  corporation  to  secure  working  capital  or  for  any  other 
purpose,  the  stockholders  donate  6r  return  to  the  corporation 
to  be  resold  by  it  certain  shares  of  stock  of  the  company 
previously  issued  to  them,  or  if  the  corporation  purchases 
any  of  its  stock  and  holds  it  as  treasury  stock,  the  sale  of 
such  stock  will  be  considered  a  capital  transaction  and  the 
proceeds  of  such  sale  will  be  treated  as  capital  and  will  not 
constitute  income  of  the  corporation.  A  corporation  realizes 
no  gain  or  loss  from  the  purchase  of  its  own  stock.  See 
articles  563,  861  and  862.^^* 

"(1)  (a)  If  bonds  are  issued  by  a  corporation  at  their  face 
value,  the  corporation  realizes  no  gain  or  loss,  (h)  If  there- 
after the  corporation  purchases  and  retires  any  of  such 
bonds  at  a  price  in  excess  of  the  issuing  price  or  face  value, 
the  excess  of  the  purchase  price  over  the  issuing  price  or 
face  value  is  a  deductible  expense  for  the  taxable  year.  See 
section  234  of  the  statute  and  article  563.  (c)  If,  however, 
the  corporation  purchases  and  retires  any  of  such  bonds  at 
a  price  less  than  the  issuing  price  or  face  value,  the  excess 

•  Reg,  46,  Art  1566.  .   *  Reg.  46.  Art.  542. 
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of  the  issuing  price  or  face  value  over  the  purchase  price  is 
gain  or  income  for  the  taxable  year. 

(2)  (a)  If  bonds  are  issued  by  a  corporation  at  a  premium, 
the  net  amount  of  such  premium  is  gain  or  income  which 
should  be  prorated  or  amortized  over  the  life  of  the  bonds. 
(6)  If  thereafter  the  corporation  purchases  and  retires  any 
of  such  bonds  at  a  price  in  excess  of  the  issuing*  price  minus 
any  amount  of  premium  already  returned  as  income,  the  ex- 
cess of  the  purchase  price  over  the  issuing  price  minus 
any  amount  of  premium  already  returned  as  income  (or  over 
the  face  value  plus  any  amount  of  premium  not  yet  returned 
as  income)  is  a  deductible  expense  for  the  taxable  year,  (c) 
If,  however,  the  corporation  purchases  and  retires  any  of 
such  bonds  at  a  price  less  than  the  issuing  price  minus  any 
amount  of  premium  already  returned  as  income,  the  excess 
of  the  issuing  price  minus  any  amount  of  premium  already 
returned  as  income  (or  of  the  face  value  plus  any  amount  of 
premium  not  yet  returned  as  income)  over  the  purchase 
price  is  gain  or  income  for  the  taxable  year. 

(3)  (a)  If  bonds  are  issued  by  a  corporation  at  a  discount, 
the  net  amount  of  such  discount  is  deductible  as  interest  and 
should  be  prorated  or  amortized  over  the  life  of  the  bonds. 
(h)  If  thereafter  the  corporation  purchases  and  retires  any 
of  such  bonds  at  a  price  in  excess  of  the  issuing  price  plus 
any  amount  of  discount  already  deducted,  the  excess  of  the 
purchase  price  over  the  issuing  price  plus  any  amount  of  dis- 
count already^  deducted  (or  over  the  face  value  minus  any 
amount  of  discount  not  yet  deducted)  is  a  deductible  expense 
for  the  taxable  year,  (c)  If,  however,  the  corporation  pur- 
chases and  retires  any  of  such  bonds  at  a  price  less  than  the 
issuing  price  plus  any  amount  of  discount  already  deducted, 
the  excess  of  the  issuing  price  plus  any  amount  of  discount 
already  deducted  (or  of  the  face  value  minus  any  amount  of 
discount  not  yet  deducted)  over  the  purchase  price  is  gain 
or  income  for  taxable  year.'" 

»  Reg.  45.  Art.  544.  Cf.  Baldwin  Locomotive  Works  ▼.  McCoach,  215  Fed.  967 
(R.  A.  1909).  and  Oregon- Washington  R.  and  N.  Co..  251  Fed.  211  (R.  A.  1909). 
Cf.  T.  D.  1727.  Aug.  25,  1911. 
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'Where  property  is  acquired  and  later  sold  for  a  higher 
price,  the  gain  on  the  sale  is  income.  If,  however,  the  prop- 
erty was  acquired  before  March  1,  1913,  only  such  portion 
of  the  gain  as  accrued  subsequently  to  February  28, 1913,  is 
taxable.  Where,  then,  a  corporation  sells  its  capital  assets 
in  whole  or  in  part,  it  shall  include  in  its  gross  income  for  the 
year  in  which  the  sale  was  made  the  amount  of  the  excess  of 
the  sales  price  over  the  fair  market  value  of  such  assets  as 
of  March  1, 1913,  if  acquired  prior  to  that  date,  or  over  their 
cost  if  acquired  subsequently  to  that  date.  In  every  case, 
however,  in  ascertaining  the  gain,  the  cost  of  the  assets, 
or  the  fair  market  value  as  of  March  1,  1913,  of  the  assets 
acquired  prior  thereto,  should  first  be  reduced  by  the  amount 
of  any  charges  for  depreciation,  depletion  and  other  losses 
which  have  been  or  should  have  been  made.  If  the  pur- 
chaser takes  over  all  the  assets  and  assumes  the  liabilities, 
the  amount  so  assumed  is  part  of  the  purchase  price.  See 
also  article  563.  If  the  sale  is  made  for  stock  of  another 
corporation,  the  rules  contained  in  section  202  of  the  statute 
and  in  articles  1561-1570  are  particularly  applicable."* 

If  a  corporation  issues  its  stock  for  property,  of  course  no 
income  is  realized  by  it.  But  if  it  exchanges  its  assets  for 
stock  in  another  corporation,  it  may  be  treated  as  having 
received  a  profit,  as  described  in  the  next  chapter.  The  pro- 
vision for  consolidated  returns,  however,  practically  frees 
from  tax  any  nominal  income  derived  from  transactions 
solely  between  affiliated  corporations.    See  chapter  36. 

'"When  a  corporation  is  dissolved  its  affairs  are  usually 
wound  up  by  a  receiver  or  trustees  in  dissolution.  The  cor- 
porate existence  is  continued  for  the  purpose  of  liquidating 
the  assets  and  paying  the  debts,  and  such  receiver  or  trus- 
tees stand  in  the  stead  of  the  corporation  for  such  purposes. 
Any  sales  of  property  by  them  are  to  be  treated  as  if  made 
by  the  corporation  for  the  purpose  of  ascertaining  the  gain 
or  loss.  No  gain  or  loss  is  realized  by  a  corporation  from  the 
mere  distribution  of  its  assets  in  kind  i4)on  dissolution,  how- 

•  Reg.  46,  Art.  546.  Of.  United  States  t.  Alpha  Portland  Cement  Co.,  257 
Fed.  432  (B.  A.  1000). 
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ever  they  may  have  appreciated  or  depreciated  in  value  since 
their  acquisition.    See  further  articles  622  and  1548/" 

»  Rtc.  45,  Art.  547. 
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Gross  Income  from  Exchanges  of  Property 

§81.  Basis  fw  determininsr  gain  or  loss^ — ^When  property 
is  exchanged  for  other  property,  the  property  received  in 
exchange  shall  for  the  piui)ose  of  determining  gain  or  loss 
be  treated  as  the  equivalent  of  cash  to  the  amount  of  its  fair 
market  value,  if  any,  except  as  provided  in  §85/  The 
transaction  thereupon  becomes  subject  to  the  rules  for  de- 
termining the  gain  derived  or  loss  sustained  from  the  sale 
of  property,  as  described  in  chapter  7. 

Perhaps  no  other  provision  of  the  present  statute  has 
created  more  problems  whose  solution  is  more  difficult  as  a 
matter  of  law  or  more  important  as  a  matter  of  business. 
The  Internal  Revenue  Bureau  has  not  been  consistent  in  its 
rulings  and  its  second  thoughts  have  not  always  been  an 
improvement  on  its  first.  The  ill  effect  of  some  of  the  exist- 
ing rulings,  whether  or  not  justified  by  the  statute,  upon 
business  expansion  and  readjustment  is  doubtless  almost 
incalculable. 

''Gain  or  loss  arising  from  the  acquisition  and  subse- 
quent disposition  Of  property  is  realized  when  as  the  result 
of  a  transaction  between  the  owner  and  another  person 
the  property  is  converted  into  cash  or  into  property  (a)  that 
is  essentially  different  from  the  property  disposed  of  and 
(6)  that  has  a  market  value.  In  other  words,  both  (a)  a 
change  in  substance  and  not  merely  in  form,  and  (b)  a 
change  into  the  equivalent  of  cash,  are  required  to  com- 
plete or  close  a  transaction  from  which  income  may  be  real- 
ized. By  way  of  iUustration,  if  a  man  owing  ten  shares  of 
listed  stock  exchanges  his  stock  certificate  for  a  voting  trust 
certificate,  no  income  is  realized,  because  the  conversion  is 
merely  in  form ;  or  if  he  exchanges  his  stock  for  stock  in  a 
small,  closely  held  corporation,  no  income  is  realized  if 

>  R.  A.  1918.  Sec.  202(b).    Cf.  T.  D.  2000,  Dec.  14,  1014. 
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the  new  stock  has  no  market  value,  although  the  conversion 
is  more  than  formal;  but  if  he  exchanges  his  stock  for  a 
Uberty  bond,  income  may  be  realized,  because  the  conver- 
sion is  into  independent  property  having  a  market  value.  The 
property  received  in  exchange  may  be  real  estate,  personal 
property,  or  a  chose  in  action.  The  exchange  of  a  so-called 
convertible  bond  for  stock  pursuant  to  such  a  privilesre 
granted  in  the  bond  will  produce  income  if  the  stock  received 
in  exchange  has  a  fair  market  value  in  excess  of  the  cost  or 
fair  market  value  as  of  March  1, 1913,  of  the  bond."* 

''(a)  The  amount  of  income  derived  in  the  case  of  an  ex- 
change of  property,  as  of  stock  for  a  bond,  is  the  excess  of 
the  fair  market  value  at  the  time  of  exchange  of  the  bond 
received  in  exchange  over  the  original  cost  of  the  stock  ex- 
changed for  it,  or  over  the  fair  market  price  or  value  of  such 
stock  as  of  March  1, 1913,  if  acquired  before  that  date.  The 
amount  of  income  derived  from  a  subsequent  sale  of  the 
bond  for  cash  is  the  excess  of  the  amount  so  received  over 
the  fair  market  value  of  such  bond  when  acquired  in  ex- 
change for  the  stock.  (6)  On  the  other  hand,  if  the  prop- 
erty received  in  exchange  is  substantially  the  same  property 
or  has  no  market  value,  then  no  gain  or  loss  is  realized,  but 
the  new  property  is  to  be  regarded  as  substituted  for  the 
old  and  upon  a  sale  of  the  new  property  the  amount  of  in- 
come derived  is  the  excess  of  the  amount  so  received  over  the 
cost  or  fair  market  value  as  of  March  1, 1913,  of  the  old."* 

No  quarrel  can  be  had  with  the  general  statements  in  the 
last  two  paragraphs,  if  the  constitutionality  of  the  statutory 
provision  be  conceded,  except  with  the  last  sentence  of  the 
former,  which  is  at  least  doubtful.  The  trouble  is  that 
the  Bureau  has  departed  in  situations  later  discussed  from 
the  principles  here  laid  down. 

Under  previous  statutes  exchanges  of  property  were  not 
expressly  referred  to  and  no  formal  general  regulation  con- 
cerning them  was  apparently  ever  promulgated.  In  informal, 
specific  rulings  different  positions  were  from  time  to  time 
taken,  but  in  1918  the  practice  of  the  Bureau  under  the 

s  Beg.  45,  Art.  1668.  'Reg.  45,  Art.  1564! 
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Revenue  Acts  of  1916  and  1917  became  definitely  estab- 
lished in  line  with  its  present  interpretation  of  the  Revenue 
Act  of  1918. 

The  statutory  provision  is  simple  enough  to  apply  where 
property  is  exchanged  for  other  property  which  is  actually 
nearly  the  equivalent  of  cash,  such  as  a  stock  or  security 
listed  on  the  New  York  Stock  Exchange.  A  jeweler  who 
takes  liberty  bonds  in  payment  for  his  goods  can  readily 
calculate  his  profit.  The  chief  difficulties  of  the  provision 
arise  where  the  fair  market  value  of  the  property  received 
in  exchange  is  hard  to  determine  and  where  it  is  not  clear 
that  anything  more  than  a  change  in  form  has  taken  place. 
These  problems  are  discussed  in  the  following  sections. 

§82.  Fair  market  valae. — ^Property  received  in  exchange 
for  other  property  is  treated  as  the  equivalent  of  cash  to 
the  amount  of  its  fair  market  value,  if  any. 

The  subject  of  market  value  is  undoubtedly  perplexing. 
At  the  one  extreme  it  is  argued  that  as  all  property  is 
treated  as  having  a  determinable  fair  market  value  as  of 
March  1,  1913,  it  must  in  every  case  have  a  fair  market 
value  in  connection  with  exchanges.  At  the  other  extreme 
it  is  argued  that  fair  market  value  under  this  section  means 
a  value  quoted  in  the  market,  as  in  the  case  of  securities 
listed  on  a  stock  exchange  or  of  standard  commodities. 
Probably  neither  extreme  is  right. 

Perhaps  the  fairest  view  is  that  market  value  here  means 
the  price  at  which  property  is  readily  salable,  so  that  if  a 
taxpayer  receives  it  in  exchange  for  other  property  he 
can  be  reasonably  sure  of  converting  it  into  a  reasonably 
definite  amount  of  cash  with  little  difficulty.  Real  estate 
might  or  might  not  have  a  fair  market  value,  dependent  on 
its  location  and  the  course  of  dealings  in  it.  Property  with 
intrinsic  value,  but  for  which  the  demand  was  limited,  would 
have  no  fair  market  value.  Such  a  rule  would,  of  course, 
demand  a  high  degree  of  care  and  judgment  from  adminis- 
trative officials. 

The  Internal  Revenue  Bureau  has  apparently  adopted  the 
rule  that  every  piece  of  property  has  a  fair  market  value  for 
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the  purpose  of  computing  profit  or  loss  on  exchanges, 
as  well  as  of  computing  profit  or  loss  on  a  sale  in  com- 
parison with  its  fair  market  value  as  of  March  1,  1913,  ex- 
cept in  unusual  instances.  This  much  recognition  is  given 
the  qualifying  phrase  "if  any."  The  position  of  the 
Bureau  has  been  reached  after  careful  consideration  and 
it  will  seldom  be  safe  to  rely  on  property  being  regarded 
as  having  no  fair  market  value. 

§83.  Organization  and  dissolution  of  partnerships^ — When 
in  connection  with  the  formation  of  a  partnership  one  of  the 
partners  contributes  his  share  of  the  capital  in  property  at 
its  market  value,  although  its  cost  or  fair  market  value  on 
March  1,  1913,  was  less,  the  Internal  Revenue  Bureau  has 
ruled  that  he  realizes  a  profit  to  the  extent  of  the  difference. 
To  be  precise,  however,  the  partner  has  exchanged  his  en- 
tire interest  in  the  property  for  a  fractional  interest  in  such 
property  and  in  other  property.  To  the  extent  of  the  inter- 
est in  his  property  which  he  retains,  at  least,  it  is  hard  to 
'  see  how  a  sale  or  exchange  has  taken  place. 

If  a  partnership  dissolves  and  the  assets  are  distributed 
in  kind,  the  regulation  is  that  no  income  is  realized  from 
such  transaction. 

"When  a  partner  retires  from  a  partnership,  or  it  is  dis- 
solved, he  realizes  a  gain  or  loss  measured  by  the  difference 
between  the  price  received  for  his  interest  and  the  cost  to 
him  or  (if  acquired  prior  thereto)  the  fair  market  value  as 
of  March  1, 1913,  of  his  interest  in  the  partnership,  including 
in  such  cost  or  value  the  amount  of  his  share  in  any  undis- 
tributed partnership  net  income  earned  since  February  28, 
1913,  on  which  the  income  tax  has  been  paid.  If,  however, 
the  partnership  distributes  its  assets  in  kind  and  not  in  cash, 
the  partner  realizes  no  gain  or  loss  until  he  disposes  of  the 
property  received  on  distribution.  See  article  1566.  When- 
ever a  new  partner  is  admitted  to  a  partnership,  or  any 
existing  partnership  is  reorganized,  the  facts  as  to  such 
change  or  reorganization  should  be  fully  set  forth  in  the 
next  return  of  income,  in  order  that  the  Conmiissioner  may 

.86 

Digitized  by  VjOOQIC 


ORGANIZATION  AND  DISSOLUTION  OF  PARTNERSHIPS    §88 

deteimine  whether  any  gain  or  loss  has  been  realized  by  any 
partner.    See  also  article  1663/'^ 

As  in  legal  contemplation  an  existing  partnership  is 
terminated  and  a  new  partnership  formed  whenever  a 
partner  retires  or  a  new  partner  is  admitted,  it  is  important 
to  recognize  the  tax  possibilities.  The  last  sentence  of  the 
preceding  paragraph  indicates  that  the  Bureau  has  not  yet 
satisfied  itself  of  the  existence  of  a  general  rule  applicable 
to  every  partnership  situation.  In  (1),  (3)  and  (4)  of  the 
following  typical  situations  the  Bureau  would  probably  hold 
the  transaction  taxable.  It  certainly  should  not  do  so  in 
(2)  and  (5). 

(1)  A,  B  and  C  form  a  partnership  with  equal  shares, 
A  contributing  a  share  of  stock  of  the  U  Company,  which 
cost  him  $75  and  is  now  worth  $100,  B  contributing  a  share 
of  stock  of  the  V  Company,  which  cost  him  $50  and  is  now 
worth  $100,  and  C  pajring  in  $100  in  cash. 

(2)  A,  B  and  C  form  a  partnership  with  equal  shares, 
each  contributing  a  share  of  stock  of  the  W  Company,  which 
is  worth  more  than  it  cost  any  of  them. 

(3)  A,  B  and  C,  a  partnership  having  a  capital  of  $300, 
represented  at  the  time  of  dissolution  by  a  share  of  stock  of 
the  X  Company  and  a  share  of  the  Y  Company,  each  having 
cost  $100  and  now  worth  $175,  and  by  $100  in  cash,  dis- 
tribute their  assets  by  A  and  B  each  taking  a  share  of  the 
stock  and  each  paying  C  $25  in  addition  to  the  $100  in  cash 
remaining  for  him. 

(4)  A,  B  and  C,  a  partnership  having  a  capital  of  $300, 
dissolve  and  distribute  their  assets,  consisting  of  a  share 
of  stock  of  the  X  Company,  a  share  of  the  Y  Company  and  a 
share  of  the  Z  Company,  each  having  cost  $100  and  each 
worth  more  than  cost,  so  that  each  partner  receives  one  of 
the  shares. 

(5)  A,  B  and  C,  a  partnership,  own  three  shares  of  stock 
of  the  X  Company,  which  have  appreciated  in  value,  and  on 
dissolution  distribute  one  share  to  each  partner. 

If  the  share  of  a  partner  in  the  profits  of  a  partnership  is 
greater  than  his  contribution  of  capital,  and  upon  dissolution 


«Reg.  45,  Art.  1j570. 
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the  unrealized  appreciation  in  value  of  partnership  assets  is 
considered  profit  for  the  purpose  of  determining  the  part- 
ner's distributive  share  of  the  entire  assets,  nevertheless  the 
sound  view  is  that  he  realizes  no  income  from  the  distribu- 
tion if  he  receives  his  distributive  share,  so  determined, 
of  each  asset  other  than  cash  of  the  partnership.  This  view  is 
suported  by  the  manifestly  correct  ruling  that  if  a  partner- 
ship distributes  its  profits  in  the  form  of  securities  which 
have  appreciated  or  depreciated  in  value  since  it  acquired 
them,  it  realizes  no  gain  or  loss  from  such  distribution,  and 
each  partner  must  include  his  share  of  the  securities  in  his 
gross  income  at  their  cost  to  the  corporation. 

§  84.  Issue  of  stock  for  property. — ^An  exchange  of  prop- 
erty for  stock  between  persons,  neither  of  whom  is  the  cor- 
poration which  issued  the  stock,  ordinarily  involves  no  spe- 
cial question,  except  whether  the  stock  or  property  received 
has  a  fair  market  value.  Thus,  the  exchange  between  indi- 
viduals of  a  horse  for  ten  shares  of  the  stock  of  a  corpora- 
tion is  subject  to  the  general  rule.  But  where  one  of  the 
parties  is  a  corporation  issuing  its  own  stock  for  property, 
a  radically  different  situation  may  be  presented. 

The  regulations  recognize  that,  aside  from  the  question  of 
market  value,  two  factors  in  a  transaction  must  be  satisfied 
to  constitute  it  an  exchange  of  property  within  the  statute: 

(1)  The  transaction  must  be  between  two  different  per- 
sons, for  no  income  is  realized  by  transferring  one's  prop- 
erty from  one  pocket  to  another;  and 

(2)  The  property  must  be  exchanged  for  essentially  dif- 
ferent property,  for  the  exchange  of  a  certificate  for  ten 
shares  of  stock  of  a  corporation  for  another  certificate  for 
ten  shares  of  stock  of  the  same  corporation,  although  at  the 
time  owned  by  two  different  persons,  is  obviously  not  a  tax- 
able exchange. 

These  propositions,  although  axiomatic,  must  be  borne  in 
mind  when  considering  the  issue  of  stock  for  property.* 

•  Cf.  the  principle  enunciated  In  So.  Pac.  Co.  v.  Lowe,  247  U.  S.  330  (R.  A. 
1913),  and  Gnlf  OU  Corp.  ▼.  Lewellyn,  248  U.  S.  71  (R.  A.  1918). 
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Suppose  an  individual  in  business  decides  to  incorporate 
and  conveys  his  business  to  a  corporation  organized  by  him 
in  consideration  of  the  issue  to  him  of  all  its  stock.  Looking 
at  the  substance  and  not  at  the  form,  is  the  transaction  be- 
tween two  different  persons,  and  does  his  stock  in  the  cor- 
poration constitute  essentially  different  property  from  the 
property  which  it  represents? 

Suppose  a  partnership  decides  to  incorporate  and  organ- 
izes a  corporation  to  take  over  its  business,  issuing  to  each 
partner  stock  in  proportion  to  his  partnership  interest.  Is 
the  transaction  between  two  different  persons,  and  does  each 
partner's  stock  constitute  essentially  different  property 
from  the  partnership  interest  formerly  held  by  him? 

Only  one  answer  to  these  questions  seems  reasonable. 
The  stock  has  no  independent  value:  it  represents  solely  an 
interest  in  property  which  the  individual  or  partnership 
already  owned.  A  man  may  not  realize  profit  or  loss  by 
conveying  property  to  a  trustee  in  trust  for  himself,  taking 
only  the  trustee's  receipt  therefor.  The  third  paragraph 
of  section  330  of  the  statute,  providing  for  the  optional  tax- 
ation as  a  corporation  from  January  1, 1918,  of  a  partnership 
or  individual  incorporating  before  July  1,  1919,  is  surely  in 
sympathy  with  this  view. 

Yet  the  Internal  Revenue  l^ureau  rules  that  the  mere 
incorporation  of  a  business  formerly  carried  on  by  an  indi- 
vidual or  a  partnership  is  a  taxable  exchange  of  property. 
It  says: 

"Where  property  is  transferred  to  a  corporation  in  ex- 
change for  its  stock,  the  exchange  constitutes  a  closed  trans- 
action and  the  former  owner  of  the  property  realizes  a  gain 
or  loss  if  the  stock  has  a  market  value,  and  such  market 
value  is  greater  or  less  than  the  cost  or  the  fair  market  value 
as  of  March  1, 1913  (if  acquired  prior  thereto),  of  the  prop- 
erty given  in  exchange.  For  the  rule  applicable  where  a  cor- 
poration, in  connection  with  a  reorganization,  merger,  or 
consolidation,  exchanges  property  for  stock,  see  article 
1567."* 

•  Res.  45,  Art.  1566,  as  amended  by  T.  D.  2924,  Sept.  26,  1919.  Cf.  United  Statei 
▼.  Alpba  Portland  Cement  Co-..  267  Fed.  482  (R.  A.  1900). 
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So  far,  purposely,  simple  situations  have  been  assumed. 
But  where,  for  example,  a  corporation  already  in  business 
and  owning  property  represented  by  outstanding  stock 
issues  further  stock  for  additional  property,  so  that  the 
owner  of  such  property  receives  stock  representing  an  in- 
terest partly  in  such  property  and  partly  in  other  property, 
the  problem  becomes  more  complicated.  Several  views  are 
here  possible: 

(1)  Where  a  corporation  issues  stock  for  property,  no 
income  is  received  by  the  owner  of  the  property,  provided  its 
relative  value  is  sufficient  to  have  a  material  bearing  upon 
the  value  of  the  stock  of  the  corporation.  The  stock  which 
he  acquires  is  not  entirely  independent  property,  but  to  a 
greater  or  less  extent  represents  an  interest  in  the  same 
property  he  had  before.  If,  however,  the  transaction  involves 
a  comparatively  small  proportion  of  the  stock  and  assets  of 
the  corporation,  so  that  it  can  fairly  be  said  that  the  value 
of  the  stock  of  the  corporation  could  not  be  appreciably  af- 
fected by  the  acquisition  or  loss  of  the  property  conveyed 
for  stock,  then  the  stock  may  be  considered  to  have  an  in- 
dependent value  and  the  exchange  of  the  property  for  stock 
may  be  regarded  as  a  closed  transaction  from  which  income 
may  be  realised,  if  the  stock  has  a  market  value.  The  prac- 
tical difficulty  with  this  view,  which  has  much  in  it  to 
recommend  it,  is  in  f  Qrmulatin^  a  working  rule. 

(2)  Where  a  corporation  issues  stock  for  property,  no  in- 
come is  received  by  the  owner  of  the  property,  provided  he 
receives  50  per  cent  or  more  of  the  stock  of  the  corporation. 
Section  331  of  the  statute  provides  that  where  a  change  of 
ownership  of  property  occurs,  no  greater  value  shall  be  al- 
lowed to  such  property  in  computing  the  invested  capital  of 
a  corporation  acquiring  it  than  would  have  been  allowed  in 
computing  the  invested  capital  of  the  former  owner,  if  he 
retains  an  interest  of  50  per  cent  or  more  in  such  property. 
It  is  not  pretended  that  this  section  governs  the  present 
question,  but  it  is  fairly  contended  that  the  principle  is  rec- 
ognized in  it  that  there  is  no  real  change  of  interest  when 
the  former  owner  of  property  owns  at  least  50  per  cent  of 
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the  stock  of  the  corporation  acquiring  such  property.  This 
view  was  held  by  the  Internal  Revenue  Bureau  from  April 
17,  1919,  the  date  of  the  final  edition  of  Regulations  46,  to 
September  26,  1919,  when  the  regulation  quoted  above  was 
issued.  The  regulation  in  force  during  such  period,  but  now 
revoked,  was  as  follows : 

**  (a)  Where  property  is  transferred  to  a  corporation  in  ex- 
change for  its  stock,  if  the  previous  owner  of  the  property 
receives  60  per  cent  or  more  of  the  stock  of  the  corpora- 
tion, so  that  an  interest  of  60  per  cent  or  more  in  such  prop- 
erty remains  in  him,  then  no  gain  or  loss  is  realized  by  such 
owner  from  the  transaction.    For  the  purpose  of  ascertain- 
ing the  gain  or  loss  from  the  subsequent  sale  by  the  stock- 
holder of  any  stock  so  received  for  such  property  the  stock 
is  to  be  considered  as  substituted  for  the  property,  and  the 
cost  of  the  property  or  (if  acquired  prior  thereto)  its  fair 
market  value  as  of  March  1, 1913,  is  the  basis  for  determin- 
ing the  amount  of  such  gain  or  loss.    For  the  purpose  of 
ascertaining  the  gain  or  loss  from  the  subsequent  sale  by 
the  corporation  of  any  such  property  the  cost  of  the  prop- 
erty to  the  former  owner  or  (if  acquired  prior  thereto  by 
him)  its  fair  market  value  as  of  March  1, 1913,  is  the  basis 
for  determining  the  amount  of  such  gain  or  loss.    As  to 
the  invested  capital  of  the  corporation,  see  section  331  of 
the  statute  and  article  941.    ^Owner*  includes  ^owners/  This 
article  appUes  to  the  incorporation  of  a  business  previously 
conducted  by  an  individual  or  by  a  partnership.    (6)  If,  how- 
ever, the  exchange  of  property  and  stock  involves  less  than 
60  per  cent  of  the  stock  of  the  corporation,  the  exchange 
constitutes  a  closed  trsoisaction,  and  the  former  owner  of 
the  property  realizes  a  gain  or  loss  if  the  stock  has  a  mar- 
ket value  and  such  market  value  is  greater  or  less  than  the 
cost  or  (if  acquired  prior  thereto)  the  fair  market  value 
as  of  March  1, 1913,  of  the  property  given  in  exchange,    (c) 
Where  a  corporation  dissolves  and  distributes  its  assets  in 
kind  and  not  in  cash  no  taxable  income  is  received  from  the 
transaction  by  its  stockholders,  because  they  merely  ex- 
change an  indirect  interest  for  a  direct  interest  in  the  same 
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property.  As  to  cash  distributions,  see  article  1548.  For 
the  purpose  of  ascertaining  the  gain  or  loss  from  the  subse- 
quent sale  of  any  property  so  received  upon  dissolution  see 
article  1664(5).  See  also  articles  542  and  547.''' 

The  revocation  of  this  regulation  in  its  original  form 
probably  means  also  that  the  distribution  of  the  assets  of  a 
corporation  in  kind  upon  dissolution  will  be  treated  as  if  the 
distribution  were  in  cash. 

(3)  Where  a  corporation  issues  stock  for  property,  no 
income  is  received  by  the  owner  of  the  property,  provided 
he  receives  substantially  all  of  the  stock  of  the  corporation. 
"Substantially  all,*'  on  the  analogy  on  the  test  for  affiliated 
corporations,  would  mean  ordinarily  at  least  95  per  cent. 
This  view,  already  discussed,  is  surely  conservative  enough. 

(4)  Where  a  corporation  issues  stock  for  property,  in- 
come is  always  received  by  the  owner  of  the  property  (ex- 
cept as  provided  in  the  next  section)  if  the  stock  has  a  mar- 
ket value  in  excess  of  the  cost  or  fair  market  value  as  of 
March  1,  1913,  if  acquired  prior  thereto,  of  the  property. 
With  all  respect  to  the  Internal  Revenue  Bureau,  which  has 
adopted  it  as  above  set  forth,  this  view  seems  the  most  in- 
defensible of  the  four. 

§86.  Reorganization,  merger  and  consolidation  of  corpora- 
tions.— So  far  exchanges  of  property  have  been  discussed 
as  they  are  affected  by  the  general  provision  of  the  statute. 
But  there  is  an  express  exception  to  its  application,  (te 
the  whole,  the  Internal  Revenue  Bureau  seems  disposed  to 
construe  this  exception  liberally. 

When  in  connection  with  the  reorganization,  merger  or 
consolidation  of  a  corporation  a  person  receives  in  place  of 
stock  or  securities  owned  by  him  new  stock  or  securities  of 
no  greater  aggregate  par  or  face  value,  no  gain  or  loss  shall 
be  deemed  to  occur  from  the  exchange,  and  the  new  stock 
or  securities  received  shall  be  treated  as  taking  the  place  of 
the  stock,  securities  or  property  exchanged.  But  when  in 
the  case  of  any  such  reorganization,  merger  or  consolidation 
the  aggregate  par  or  face  value  of  the  new  stock  or  securi- 

^  Reg.  45,  Art.  1560,  before  amendmeDt. 
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ties  received  is  in  excess  of  the  aggregate  par  or  face  value 
of  the  stock  or  securities  exchanged,  a  like  amount  in  par  or 
face  value  of  the  new  stock  or  securities  received  shall  be 
treated  as  taking  the  place  of  the  stock  or  securities  ex- 
changed, and  the  amount  of  the  excess  in  par  or  face  value 
shall  be  treated  as  a  gain  to  the  extent  that  the  fair  market 
value  of  the  new  stock  or  securities  is  greater  than  the  cost 
(or  if  acquired  prior  to  March  1, 1913,  the  fair  market  value 
as  of  that  date)  of  the  stock  or  securities  exchanged.' 

"In  general,  where  two  (or  more)  corporations  unite  their 
properties,  by  either  (a)  the  dissolution  of  corporation  B 
and  the  sale  of  its  assets  to  corporation  A,  or  (6)  the  sale 
of  its  property  by  B  to  A  and  the  dissolution  of  B,  or  (o)  the 
sale  of  the  stock  of  B  to  A  and  the  dissolution  of  B,  or  (d) 
the  merger  of  B  into  A,  or  (e)  the  consolidation  of  the  cor- 
porations, no  taxable  income  is  received  from  the  trans- 
action by  A  or  B  or  the  stockholders  of  either,  provided  the 
sole  consideration  received  by  B  and  its  stockholders  in  (a), 
(6),  (c)  and  (d)  is  stock  or  securities  of  A,  and  by  A  and  B 
and  their  stockholders  in  (e)  is  stock  or  securities  of  the 
consolidated  corporation,  in  any  case  of  no  greater  aggregate 
par  or  face  value  than  the  old  stock  and  securities  sur- 
rendered. The  term  "reorganization,"  as  used  in  section  202 
of  the  statute,  includes  cases  of  corporate  readjustment 
where  stockholders  exchange  their  stock  for  the  stock  of  a 
holding  corporation,  provided  the  holding  corporation  and 
the  original  corporation,  in  which  it  holds  stock,  are  so 
closely  related  that  the  two  corporations  are  affiliated  as 
defincHl  in  section  240(b)  of  the  statute  and  article  633,  and 
are  thus  required  to  file  consolidated  returns.  So-called  'iio- 
par-value  stock'  issued  under  a  statute  or  statutes  which 
require  the  corporation  to  fix  in  a  certificate  or  on  its  books 
of  account  or  otherwise  an  amount  of  capital  or  an  amount 
of  stock  issued  which  may  not  be  impaired  by  the  distribu- 
tion of  dividends,  will  for  the  purpose  of  this  section  be 
deemed  to  have  a  par  value  representing  an  aliquot  part  of 
such  amount,  proper  account  being  taken  of  any  preferred 

•  R.  A.  1918.  Sec.  202(b).    Cf.  Wabash  Ry.  Co.  ▼.  Bdwardi,  U.  S.  D.  C,  S.  D. 
N.  Y.,  June,  1W». 
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stock  issued  with  a  preference  as  to  principal.  In  the  case 
(if  any)  in  which  no  such  amount  of  capital  or  issued  stock 
is  so  required,  ^no-par-value  stock*  received  in  exchange 
will  be  regarded  for  purposes  of  this  section  as  having  in 
fact  no  par  or  face  value,  and  consequently  as  having  ^o 
greater  aggregate  p&r  or  face  value'  than  the  stock  or  securi- 
ties exchanged  therefor/'* 

**The  new  stock  and  securities  received  as  described  in  the 
preceding  article  take  the  place  of  the  old  stock  and  securi- 
ties. For  the  purpose,  therefore,  of  ascertaining  the  gain  de- 
rived or  loss  sustained  from  the  subsequent  sale  of  any  stock 
of  A  or  of  the  consolidated  corporation  so  received,  the  orig- 
inal cost  to  the  taxpayer  or  the  fair  market  value  as  of 
March  1,  1913,  of  the  stock  of  B  or  A  in  respect  of  which 
the  new  stock  was  issued,  less  any  untaxed  distribution 
made  to  the  taxpayer  by  A  out  of  the  former  capital  or  sur- 
plus of  B,  or  by  the  consolidated  corporation  out  of  the 
former  capital  or  surplus  of  A  or  B,  is  the  basis  for  deter- 
mining the  amount  of  such  gain  or  loss.  Similarly,  the  cost 
after  reorganization,  merger  or  consolidation  of  the  assets 
of  A  or  of  the  consolidated  corporation  is  the  sum  of  the 
cost  (or  the  fair  market  value  as  of  March  1,  1913)  of  the 
assets  of  A  and  of  B  for  the  purpose  of  ascertaining  the 
gain  or  loss  upon  a  subsequent  sale.  The  new  invested  cap- 
ital of  A  or  of  the  consolidated  corporation  is  to  be  deter- 
mined as  if  A  and  B  were  rendering  a  consolidated  return  as 
affiliated  corporations.  See  sections  240  and  326  of  the 
statute  and  articles  631-638  and  864-869."* 

'If  in  the  case  of  any  reorganization,  merger  or  consolida- 
tion the  aggregate  par  or  face  value  of  the  new  stock  or  se- 
curities received  is  in  excess  of  the  aggregate  par  or  face 
value  of  the  stock  and  securities  exchanged,  income  will  be 
realized  from  the  transaction  by  the  recipients  of  the  new 

X  Rec.  46,  Art.  W^,  ai  amended  by  T.  D.  2870,  June  20, 1010.  and  by  T.  D.  2924. 
8ept.  26,  1910.  The  first  sentence  has  remained  nnehanged.  In  the  original 
article  the  second  sentence,  which  was  also  the  last  sentence,  read  as  follows: 
**If -the  stock  so  received  has  no  nominal  or  par  yalne  the  limitation  on  aggre- 
gate par  value  is  inapplicable."  By  the  first  amendment  the  foregoing  sentence 
was  eliminated  and  in  its  place  were  added  the  last  two  sentences  of  the 
article  in  its  present  form.  By  the  second  amendment  the  present  second  sen- 
tence was  inserted. 

>  Reg.  46,  Art  1668. 
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stock  or  securities  to  an  amount  limited  by  (a)  the  excess 
of  the  par  or  face  value  of  the  new  stock  or  securities  over 
the  par  or  face  value  of  the  old  and  (b)  the  excess  of  the 
fair  market  value  of  the  new  stock  or  securities  over  the  cost 
or  fair  market  value  as  of  March  1, 1913,  of  the  old.  In  other 
words,  the  taxable  profit  will  be  (a)  or  (6),  whichever  is 
Idss.  Upon  a  subsequent  sale  of  the  new  stock  or  securities 
their  cost  to  the  taxpayer  will  be  the  cost  or  fair  market 
value  as  of  March  1,  1913,  of  the  old  stock  and  securities, 
plus  the  profit  taxed  on  the  exchange/" 

An  exchange  falling  within  this  section  may  be  of  ^tock  or 
bonds,  or  both,  for  stock  or  bonds,  or  both,  so  long  as  the 
aggregate  par  or  face  value  of  the  former  group  is  not  ex- 
ceeded by  that  of  the  latter.  It  may  even  be  that  part  cash 
received  on  the  exchange  can  be  considered  in  determining 
the  aggregate  par  value.  Thus,  on  a  consolidation,  stock  of 
the  par  value  of  $500  may  be  exchanged  for  stock  of  the  par 
value  of  $200,  bonds  of  the  par  value  of  $200,  and  possibly 
cash  to  the  amount  of  $100,  without  fear  of  a  taxable  profit, 
unless,  of  course,  the  cash  received  exceeds  the  cost  or  fair 
market  value  on  March  1, 1913,  of  the  $500  of  old  stock. 

The  ruling  attempting  in  certain  cases  to  ascribe  a  par 
value  for  income  tax  purposes  to  stock  without  par  value 
seems  rather  doubtful.  The  provision  of  the  statute  that 
for  the  purpose  of  the  computation  of  invested  capital  stock 
without  par  value  shall  be  treated  as  having  a  par  value 
equal  to  its  market  value  at  the  date  of  issue  admittedly  has 
no  application  to  the  income  tax.*  The  Bureau's  ruling 
means  that  the  no  par  value  common  stock  of  a  corporation 
of  New  York,  where  a  value  of  at  least  $5  must  be  back  of 
every  share  authorized,  would  be  deemed  to  have  par  value, 
while  no  par  value  would  be  ascribed  to  the  no  par  value 
stock  of  a  corporation  of  Delaware,  where  no  such  require- 
ment is  made. 

The  following  illustration  is  believed  to  represent  the 
Bureau's  interpretation  of  the  regulation.  If  a  New  York 
corporation  has  $500,000  of  authorized  preferred  stock,  of 

•  Reg,  45,  Art  1568.  «  See  R.  A.  1918,  Sec.  325(b). 
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which  it  has  issued  $400,000,  and  20,000  shares  of  author- 
ized common  stock  without  par  value,  of  which  it  has  issued 
10,000,  the  capital  with  which  it  will  carry  on  business,  as 
required  by  the  New  York  statute,  must  be  $600,000.  For 
income  tax  purposes  the  par  value  of  each  share  of  common 
stock  is  $5,  and  not  $10  or  $20  as  might  possibly  be  supposed. 
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Gross.  Income  from  Dividends 

§91.  Distribution  of  earnings.— The  term  "dividend" 
when  used  in  the  statute  (except  with  reference  to  dividends 
on  insurance  policies)  means  any  distribution  ipade  by  a 
corporation  other  than  a  personal  service  corporation  to 
its  shareholders  or  members  out  of  its  earnings  or  profits 
accumulated  since  February  28,  1913,  or  any  such  distribu- 
tion made  by  a  personal  service  corporation  out  of  its  earn- 
ings or  profits  accumulated  since  February  28,  1913,  and 
prior  to  January  1, 1918/ 

Any  distribution  is  deemed  to  have  been  made  from  earn- 
ings or  profits,  unless  all  earnings  or  profits  have  first  been 
distributed.  Any  distribution  made  after  December  31, 1917, 
is  deemed  to  have  been  made  from  earnings  or  profits  ac- 
cumulated since  February  28,  1913,  or  in  the  case  of  a  per- 
sonal service  corporation  from  the  most  recently  accumulated 
earnings  or  profits.  Any  earnings  or  profits  accumulated  prior 
to  March  1, 1913,  may,  however,  be  distributed  exempt  from 
the  tax  after  the  earnings  and  profits  accumulated  since 
February  28,  1913,  have  been  distributed.* 

Any  distribution  made  during  the  first  sixty  days  of  any 
taxable  year  is  deemed  to  have  been  made  from  earnings 
or  profits  accumulated  during  preceding  taxable  years ;  but 
any  distribution  made  during  the  remainder  of  the  taxable 
year  is  deemed  to  have  been  made  from  earnings  or  profits 
accumulated  between  the  close  of  the  preceding  taxable  year 
and  the  date  of  distribution  to  the  extent  of  such  earnings 
or  profits.  If  the  books  of  the  corporation  do  not  show  the 
amount  of  such  earnings  or  profits,  the  earnings  or  profits 
for  the  accounting  period  within  which  the  distribution  was 
made  shall  be  deemed  to  have  been  accumulated  ratably  dur- 
ing such  period.* 

1  R.  A.  1918,  Sec  201(a).  «  R.  A.  1918.  Sec.  201(e). 

•R.  A.  1918,  Sec  201(b). 
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"Dividends  for  the  purpose  of  the  statute  comprise  any 
distribution  in  the  ordinary  course  of  business,  even  though 
extraordinary  in  amount,  made  by  a  domestic  or  foreign  cor- 
poration to  its  shareholders  out  of  its  earnings  or  profits  ac- 
cumulated since  February  28,  1913,  and  in  the  case  of  a 
personal  service  corporation  prior  to  January  1,  1918.  The 
mere  declaration  of  a  dividend  is  not  a  distribution.  Divi- 
dends are  income  and  are  taxed  at  the  rates  for  the  year 
in  which  paid,  regardless  of  when  the  earnings  or  profits 
out  of  which  they  were  paid  were  accumulated.  As  to  cer- 
tain stock  dividends  see,  however,  article  1546.  Although 
interest  on  State  bonds  and  certain  other  obligations  is  not 
taxable  when  received  by  a  corporation,  upon  amalgamation 
with  the  other  funds  of  the  corporation  such  income  loses 
its  identity  and  when  distributed  to  stockholders  in  divi- 
dends is  taxable  to  the  same  extent  as  other  dividends.  See 
further  articles  54  and  858,"* 

"In  the  case  of  a  corporation  other  than  a  personal  service 
corporation  any  distribution  to  stockholders  is  deemed  to 
have  been  made  so  far  as  possible  (a)  from  earnings  or 
profits;  (6)  during  the  year  1918  or  thereafter  from  earn- 
ings or  profits  accumulated  since  February  28,  1913;  (o),  if 
during  the  first  sixty  days  of  a  taxable  year,  from  earnings 
or  profits  accumulated  during  preceding  taxable  years ;  and 
(d),  if  during  the  remainder  of  a  taxable  year  after  the 
first  sixty  days,  from  earnings  or  profits  accumulated  during 
the  taxable  year  up  to  the  date  of  distribution.  The  pre- 
sumption contained  in  clauses  (c)  and  (d)  affects  the  de- 
termination of  invested  capital  for  the  purpose  of  the  war 
profits  and  excess  profits  tax,  but  has  no  effect  upon  the 
rates  at  which  dividends  paid  in  1918  and  subsequent  years 
are  taxed.  In  ascertaining  whether  or  not  a  distribution 
was  made  out  of  earnings  or  profits  of  the  taxable  year  there 
should  first  be  set  aside  a  proper  reserve  for  the  payment 

*  Reg.  46.  Art.  1541.  See  Lynch  ▼.  Hornby,  247  U.  S.  337  (R.  A.  1913).  Cf. 
So.  Pacific  Co.  V.  Lowe,  247  U.  S.  880  (R.  A.  1918) ;  Skinner  ▼.  Union  Pac.  Coal 
Co.,  249  Fed.  152,  247  U.  S.  511  (R.  A.  1918) ;  Gulf  Oil  Corporation  t.  Lewellyn, 
248  U.  S.  71  (R.  A.  1913) ;  Collector  v.  Hnbbard,  12  Wall  1;  Pullman  Car  Co.  t. 
Mo.  Pac.  Co.,  115  U.  S.  587;  Peterson  t.  Chi.,  R.  I.  ft  P.  Ry^  236  U.  S.  S64. 
Cf.  T.  D.  2CM84.  Nov.  12.  1914;  T.  D.  2168,  Feb.  18,  1915;  T.  D.  ffi74,  Dec  22^  1915; 
T.  D.  2659,  Fel>.  28,  19^8;  T.  D.  2678,  March  23,  1918;  T.  D.  2740,  June  24,  i918. 
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of  accrued  income  and  war  profits  and  excess  profits  taxes. 
See  article  857.  In  the  case  of  a  personal  service  corpora- 
tion any  distribution  is  deemed  to  have  been  made  so  far  as 
possible  (a)  from  earnings  or  profits;  (b)  during  the  year 
1918  or  thereafter  from  earnings  or  profits  accumulated 
since  February  28,  1913;  (c)  if  during  the  first  sixty  days 
of  a  taxable  year,  from  the  most  recently  accumulated  earn- 
ings or  profits  of  preceding  taxable  years ;  and  (d)  if  during 
the  remainder  of  the  taxable  year  after  the  first  sixty  days, 
from  earnings  or  profits  accumulated  during  the  taxable 
year  up  to  the  date  of  distribution/'* 

"As  section  7  of  the  Federal  Reserve  Act  of  December 
23, 1913,  provides  that  federal  reserve  banks,  including  the 
capital  stock  and  surplus  therein  and  the  income  derived 
therefrom,  shall  be  exempt  from  taxation,  except  taxes  upon 
real  estate,  such  exemption  attaches  to  and  follows  the  in- 
come derived  from  dividends  on  stock  of  federal  reserve 
banks  in  the  hands  of  the  stockholder^,  so  that  the  divi- 
dends received  on  the  stock  of  federal  reserve  banks  are  not 
subject  to  the  income  tax.  Dividends  paid  by  member 
banks,  however,  are  treated  Uke  dividends  of  ordinary  cor- 
porations."* 

Similarly,  by  reason  of  the  provisions  of  section  26  of  the 
Federal  Farm  Loan  Act  of  July  17,  1916,  dividends  received 
on  the  stock  of  federal  land  banks  and  national  farm  loan 
associations  are  not  subject  to  the  income  tax.^ 

§92.  Dividends  paid  in  property. — ^If  a  dividend  is  paid  in 
property  it  is  still  a  dividend,  subject  to  the  principles  set 
forth  in  the  preceding  section.* 

"Dividends  paid  in  securities  or  other  property  (other 
than  its  own  stock),  in  which  the  earnings  of  a  corporation 
have  been  invested,  are  income  to  the  recipients  to  the 
amount  of  the  fair  market  value  of  such  property  when  re- 
ceivable by  the  stockholders.  A  dividend  paid  in  stock  of 
another  corporation  is  not  a  stock  dividend.    Where  a  cor- 

•  Reg.  45,  Art  1542.  ' 

•  Reg.  46.  Art.  76. 

•  See  Reff.  45.  Art  70. 

•  R.  A.  1918.  Sec.  201(a).    Bee  Petbodj  t.  Bliner.  247  U.  B.  947  (R.  A.  1913). 
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poration  declares  a  dividend  payable  in  stock  of  another 
corporation,  setting  aside  the  stock  to  be  so  distributed  and 
noti^ng  the  stockholders  of  its  action,  the  income  arising 
to  the  recipients  of  such  stock  is  its  fair  market  value  at  the 
time  the  dividend  becomes  payable.  See  article  53.  Scrip 
dividends  are  subject  to  tax  in  the  year  in  which  the  war- 
rants are  issued."* 

As  the  market  value  of  property  in  which  a  dividend 
is  paid  may  fluctuate  from  day  to  day,  it  would  scarcely 
be  fair  to  fix  the  amount  of  income  derived  therefrom 
as  of  the  day  when  any  stockholder  happened  actually 
to  receive  his  dividend.  Although  the  point  is  rather  trouble- 
some, the  choice  of  the  date  when  the  dividend  becomes  pay- 
able, irrespective  of  when  it  is  received,  probably  achieves 
the  most  equitable  result. 

A  dividend  paid  in  liberty  bonds,  the  interest  upon  which 
is  whoUy  or  partially  exempt  from  tax,  is  subject  to  tax 
like  any  other  dividend  paid  in  property.* 

The  distribution  in  dividends  by  a  corporation  of  securi- 
ties having  a  different  fair  market  value  than  their  cost  to 
the  corporation  or  their  fair  market  value  as  of  March  1, 
1913,  results  in  no  gain  or  loss  to  the  corporation.  This 
proposition  seems  supported  by  reason,  although  the  In- 
ternal Revenue  Bureau  has  not  been  wilUng  expressly  so  to 
rule.  There  is  no  more  reason  why  a  corporation  should  be 
considered  to  make  a  profit  by  distributing  property  in  the 
form  of  ordinary  dividends  thanuf  it  distributed  such  prop- 
erty upon  dissolution.  A  partnership  admittedly  makes  no 
profit  or  loss  by  distributing  property  to  the  partners  as  a 
part  of  the  profits  for  the  year. 

§93.  Stock  dividends. — Dividends  paid  in  stock  of  the  cor- 
poration are  considered  income  to  the  amount  of  the  earn- 
ings or  profits  distributed  and  are  taxed  at  the  rates  for  the 
year  in  which  paid.  A  stock  dividend  received  by  a 
taxpayer  between  January  1  and  November  1,  1918,  both 
dates  inclusive,  or  during  such  period  bona  fide  authorized 

1  Reg.  45.  Art  1544.    Gf.  T.  D.  274t).  June  24,  1918. 
•  See  T.  b.  2612,  June  8,  1917. 
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or  declared,  entered  on  the  books  of  the  corporation,  and  re- 
ceived by  a  taxpayer  after  November  1,  1918,  and  before 
March  27,  1919,  is,  however,  taxed  to  the  recipient  at  the 
rates  prescribed  for  the  years  in  which  the  corporation  ac- 
cumulated the  earnings  or  profits  from  which  such  dividend 
was  paid,  subject  to  the  presumption  that  the  dividend  was 
paid  from  the  most  recently  accumulated  earnings  or  profits.' 

''A  dividend  paid  in  stock  of  the  corporation  is  income  to 
the  amount  of  the  earnings  or  profits  distributed,  as  shown 
by  the  transfer  of  surplus  to  capital  account  on  the  books 
of  the  corporation,  usually  equal  to  the  par  value  of  the  stock 
distributed.  But  stock  distributions  made  out  of  surplus 
other  than  earnings  or  profits  accumulated  since  February 
28, 1913,  when  there  are  no  such  earnings  or  profits,  are  not 
dividends  within  the  meaning  of  the  statute  and  are  free 
from  tax  as  dividends.  Stock  dividends  paid  from  earnings 
or  profits  accumulated  after  February  28,  1913,  received  by 
a  fiduciary  and  retained  as  an  accretion  to  the  estate  under 
the  terms  of  the  will  or  trust,  are  income  to  the  estate.''' 

''By  a  special  exception  to  the  general  rule  any  stock  divi- 
dend received  by  a  taxpayer  between  January  1  and  Novem- 
ber 1, 1918,  or  declared  and  credited  to  a  stockholder  during 
such  period  and  received  by  him  before  March  27,  1919,  is 
deemed  to  have  been  paid  from  the  most  recently  accumu- 
lated earnings  or  profits  and  shall  be  taxed  to  the  recipient 
at  the  rates  prescribed  for  the  years  in  which  the  corpora- 
tion accumulated  the  earnings  or  profits  so  distributed.  Thus, 
such  a  stock  dividend  will  be  deemed  to  have  been  paid 
from  the  earnings  of  1918  (unless  paid  during  the  first  sixty 
days  of  1918),  and  the  recipient,  if  an  individual,  will  be 
liable  to  any  surtax  at  the  rates  for  the  year  1918,  unless  at 
the  time  such  dividend  was  paid  or  credited  the  current  earn- 
ings up  to  that  time  were  not  sufficient  to  cover  the  dis- 
tribution, in  which  case  the  excess  over  the  earnings  of  the 
taxable  year  will  be  deemed  to  have  been  paid  from  the  most 
recently  accumulated  surplus  of  prior  years  and  will  be  taxed 

•  R.  A.  1018,  Sec.  201(c)  (d).  Cf.  Towne  ▼.  Bisner.  246  U.  S.  418  (R.  A.  1918) ; 
Peabody  v.  Eisner.  247  U.  8.  847  (R.  A.  1W8).  Cf.  T.  D.  2000.  Dec.  14.  1014; 
T.  D.  2163.  Feb.  18,  1018;  T.  D.  2274.  Dec.  22.  1015. 

«  Reg.  46.  Art.  1646. 
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at  the  rate  or  rates  for  the  yeai:  or  years  in  which  earned.  A 
corporation  declaring  and  paying  such  a  stock  dividend  out  of 
earnings  accumulated  over  a  period  of  years  should  make  a 
record  in  its  books  of  the  amount  of  the  dividend  paid  out 
of  each  year's  undistributed  profits  and  advise  the  stockhold- 
ers accordingly.  See  section  206  of  the  statute  and  article 
1642.''* 

For  the  computation  of  the  tax  on  any  such  stock  dividend 
see  §14. 

Towne  v.  Eisner*  held  that  stock  dividends  were  not  taxed 
under  the  Revenue  Act  of  1913,  which  did  not  expressly 
refer  to  them,  and  Macomber  v.  Eisner,  now  before  the 
Supreme  C!ourt,  held  in  the  District  C!ourt  that  they  are  not 
taxable  under  the  Revenue  Act  of  1916,  although  it  ex- 
pressly so  provided. 

A  stock  dividend  paid  by  capitalizing  the  goodwill  of  a 
corporation,  after  distributing  its  surplus  accumulated  since 
February  28,  1913,  is  not  subject  to  tax,  whatever  view  is 
taken  of  the  stock  dividend  question. 

§94.  Distribution  of  capitaL — ^Earnings  or  profits  accumu- 
lated prior  to  March  1, 1913,  are  treated  as  capital  and  may 
be  distributed  exempt  from  the  tax  on  dividends  after  the 
earnings  and  profits  accumulated  since  February  28,  1913, 
have  been  distributed.* 

"A  distribution  by  a  corporation  out  of  earnings  or  profits 
accumulated  prior  to  March  1, 1913,  or  out  of  any  assets  ex- 
cept earnings  or  profits  accumulated  since  February  28, 
1913,  is  not  a  dividend  within  the  meaning  of  the  statute. 
A  distribution  by  a  personal  service  corporation  out  of  earn- 
ings or  profits  accumulated  since  December  31,  1917,  is  not 
a  dividend.  A  distribution  out  of  earnings  or  profits  accumu- 
lated before  March  1,  1913,  is  free  from  tax  as  a  dividend ; 
out  of  assets  other  than  earnings  or  profits  accumulated 
since  February  28,  1913,  may  or  may  not  be  free  from  tax, 

•  Rej;.  45,  Art  1S4<».  " 

•  24? U.  S.  847. 

»  R.  A.  1918,  Sec.  201(b).  See  Lynch  v.  TurHsh,  247  U.  8.  221  (R.  A-  1W8>. 
Cf.  Collector  v.  Hubbard.  12  Wall.  1;  Bailey  v.  B.  B.  Co..  106  U.  8.  100;  Orar  ▼. 
Darlington.  15  Wall.  68. 
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according  as  each  stockholder  receives  more  or  less  than  he 
paid  for  his  stock  or  its  fair  market  value  as  of  March  1, 
1913 ;  and,  in  the  case  of  a  personal  service  corporation,  out 
of  earnings  or  profits  accumulated  since  December  31, 1917, 
is  taxed  to  thle  stockholders  as  though  they  were  partners. 
See  section  218  of  the  statute  and  articles  328-335.  In  de- 
termining whether  a  distribution  is  made  out  of  earnings  or 
profits  accimiulated  after  or  before  March  1,  1913,  due  con- 
sideration must  be  given  to  the  facts  and  mere  book  en- 
tries increasing  or  decreasing  the  surplus  will  not  be  con- 
clusive/'* 

A  mere  writing  down  of  the  surplus  accumulated  since 
February  28,  1913,  cannot  have  the  effect  of  allocating  a 
distribution  in  dividends  to  the  period  prior  to  March  1, 1913. 
That  is  to  say,  a  corporation  by  revaluing  its  assets  so  as  to 
reduce  its  surplus  to  the  surplus  shown  on  the  books  on 
March  1,  1913,  probably  cannot  declare  dividends  free  from 
tax  on  the  ground  that  such  distribution  is  only  out  of  sur- 
plus accumulated  before  March  1, 1913. 

Amounts  distributed  in  the  liquidation  of  a  corporation 
are  treated  as  pajonents  in  exchange  for  the  stock  or  shares, 
and  any  gain  or  profit  realized  thereby  is  taxed  to  the  dis- 
tributee like  other  gains  or  profits.* 

"So-called  liquidation  or  dissolution  dividends  are  not 
dividends  within  the  meaning  of  the  statute,  and  amounts 
so  distributed,  whether  or  not  including  any  surplus  earned 
since  February  28, 1913,  are  to  be  regarded  as  payments  for 
the  stock  of  the  dissolved  corporation.  Any  excess  so  re- 
ceived over  the  cost  of  his  stock  to  the  stockholder,  or  over 
its  fair  market  value  as  of  March  1,  1913,  if  acquired  prior 
thereto,  is  a  taxable  profit.  A  distribution  in  liquidation  of 
the  assets  and  business  of  a  corporation,  which  is  a  return  to 
the  stockholder  of  the  value  of  his  stock  upon  a  surrender 
of  his  interest  in  the  corporation,  is  distinguishable  from  a 
dividend  paid  by  a  going  corporation  out  of  current  earnings 
or  accumulated  surplus  when  declared  by  the  directors  in 

•  Reg.  45,  Art  1548.  •  B.  A.  1018.  Sec.  201(c). 
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their  discretion,  which  is  in  the  nature  of  a  recurrent  return 
upon  the  stock/'^ 

If  a  corporation  reduces  its  capital  stock  and  assumes  to 
distribute  the  amount  of  the  reduction  to  its  stockholders, 
it  is  probable  that  such  a  distribution  will  not  be  regarded 
as  a  distribution  in  liquidation  until  any  surplus  accumulated 
since  February  28,  1913,  shall  first  have  been  distributed. 
In  other  words,  for  the  provision  as  to  liquidation  dividends 
fully  to  apply,  there  must  be  a  total  dissolution  of  the  cor- 
poration and  not  merely  a  reduction  of  capital. 

"A  reserve  set  up  out  of  gross  income  by  a  corporation 
and  maintained  for  the  purpose  of  making  good  any  loss  of 
capital  assets  on  account  of  depletion  or  depreciation  is  not 
a  part  of  its  surplus  out  of  which  ordinary  dividends  may 
be  paid.  A  distribution  made  from  such  a  reserve  will  be 
considered  a  liquidating  dividend  and  will  constitute  taxable 
income  to  a  stockholder  only  to  the  extent  that  the  amount 
so  received  is  in  excess  of  the  cost  or  fair  market  value  as 
of  March  1,  1913,  of  his  shares  of  stock.  No  distribution, 
however,  will  be  deemed  to  have  been  made  from  such  a  re- 
serve except  to  the  extent  that  the  amount  paid  exceeds 
the  surplus  and  undivided  profits  of  the  corporation.  In  gen- 
eral, any  distribution  made  by  a  corporation  other  than  out 
of  earnings  or  profits  accumulated  since  February  28,  1913, 
is  to  be  regarded  as  a  return  to  the  stockholder  of  part  of  the 
capital  represented  by  his  shares  of  stock,  and  upon  a  sub- 
sequent sale  of  such  stock  his  profit  will  be  the  excess  of 
the  selling  price  over  the  cost  of  the  stock  or  its  fair  mar- 
ket value  as  of  March  1, 1913,  after  applying  on  such  cost  or 
value  the  amount  of  any  such  capital  distribution."* 

1  Reg.  45,  Art.  1548.     See  Lynch  v.  Hornby,  247  U.  S.  339   (R.  A.  1013).     Cf. 
T.  D.  2740.  June  24,  lOia 

«  Reg.  45,  Art.  1549.     Cf.  T.  D.  2540,  Oct.  10.  1917. 
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Gross  Income  from  Interest 

§101.  Interest  exempt  from  tax. — Gross  income  includes 
income  derived  from  interest  on  indebtedness  of  any  char- 
acter,  with  certain  exceptions/  The  general  rule  is  easy  to 
follow:  it  is  the  exceptions  that  occasion  difficulty. 

Gross  income  does  not  include  interest  (1)  upon  the  obli- 
gations of  a  State,  Territory,  or  any  political  subdivision 
thereof,  or  the  District  of  Columbia,  or  (2)  upon  securities 
issued  under  the  provisions  of  the  Federal  Farm  Loan  Act  of 
July  17,  1916,  or  (3)  upon  the  obligations  of  the  United 
States  issued  on  or  before  September  1, 1917,  or  of  the  pos- 
sessions of  the  United  States.  In  the  case  of  obligations  of 
the  United  States  issued  after  September  1, 1917,  and  in  the 
case  of  bonds  issued  by  the  War  Finance  Corporation,  the  in- 
terest is  exempt  from  tax  if  and  to  the  extent  provided  in  the 
respective  acts  authorizing  the  issue  thereof  as  amended 
and  supplemented,  and  shall  be  excluded  from  gross  income 
only  if  and  to  the  extent  it  is  wholly  exempt  from  income 
and  war  and  excess  profits  taxation  to  the  taxpayer.' 

Every  person  owning  any  of  the  obligations,  securities  or 
bonds  enumerated  in  the  last  paragraph  shall  in  his  return 
submit  a  statement  showing  the  number  and  amount  of 
such  obligations,  securities  and  bonds  owned  by  him  and  the 
income  received  therefrom,  in  such  form  and  with  such  in- 
formation as  the  Commissioner  may  require. 

''Among  income  exempt  from  tax  is  interest  upon  the 
obligations  of  a  State,  Teritory,  or  any  political  subdivision 
thereof,  or  the  District  of  Columbia.  Obligations  issued  for 
a  public  purpose  by  or  on  behalf  of  the  State  or  Territory 
or  a  duly  organized  political  subdivision  acting  by  constituted 
authorities  duly  empowered  to  issue  such  obligations  are  the 

1  R.  A.  1018.  Sees.  213(a)  and  233(a).  "~ 

•  B.  A.  1918,  Sees.  213(b)(4)  and  233(a).    Cf.  T.  D.  1583,  Jan.  18,  1010;  T.  D. 

ie06.  March  ».  WIO;  T.  D.  1675,  Feb.  14,  1911;  T.  D.  1742.  Dec  15.  1911;  T.  D. 

1892!  Not.  0.  1918;  T.  D.  2512.  Jone  8.  1917. 
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obligations  of  a  State  or  Territory  or  a  political  subdivision 
thereof.  The  term  'political  subdivision'  denotes  any  di- 
vision of  the  State  or  Territory  made  by  the  proper  au- 
thorities thereof  acting  within  their  constitutional  powers 
for  the  purpose  of  carrying  out  a  portion  of  those  functions 
of  the  State  or  Territory  which  by  long  usage  and  the  in- 
herent necessities  of  government  have  always  been  regarded 
as  public.  Political  subdivisions  of  a  State  or  Territory, 
within  the  meaning  of  the  exemption,  include  special  assess- 
ment districts  so  created,  such  as  road,  water,  sewer,  gas, 
light,  reclamation,  drainage,  irrigation,  levee,  school,  har^ 
bor,  port  improvement,  and  similar  districts  and  divisions 
of  a  State  or  Territory.  The  purchase  by  a  State  of  prop- 
erty subject  to  a  mortgage  executed  to  secure  an  issue  of 
bonds  does  not  render  the  bonds  obligations  of  the  State, 
and  the  interest  upon  them  does  not  become  exempt  from 
taxation,  whether  or  not  the  State  assumes  the  payment  of 
the  bonds."* 

"As  section  26  of  the  Federal  Farm  Loan  Act  of  July  17, 
1916,  provides  that  every  federal  land  bank  and  every  na- 
tional farm  loan  association,  including  the  capital  and  re- 
serve or  surplus  therein  and  the  income  derived  therefrom, 
shall  be  exempt  from  taxation,  except  taxes  upon  real  estate, 
and  that  farm  loan  bonds,  with  the  income  therefrom,  shall 
be  exempt  from  taxation,  the  income  derived  from  divi- 
dends on  stock  of  federal  land  banks  and  national  farm 
loan  associations  and  from  interest  on  such  farm  loan  bonds 
is  not  subject  to  the  income  tax.  See  also  section  231  (13) 
of  the  statute."* 

The  validity  of  the  exemption  from  tax  of  the  interest  on 
farm  loan  bonds  has  been  attacked  and  sustained  in  the 
United  States  District  C!ourt  in  Missouri  in  the  action  of 
Smith  v.  Kansas  City  Title  &  Trust  Company. 

"Although  interest  upon  the  obligations  of  the  United 
States  is  in  general  exempt  from  tax,  in  the  case  of  such  ob- 
ligations issued  after  September  1,  1917,  which  include 

•  Reg.  45.  Art.  74.  Cf.  T.  D.  1910.  Dec.  4.  1W3;  T.  D.  1922.  Dec.  24,  1913;  T.  D. 
1946.  Feb.  10.  1914:  T.  D.  2715.  May  20,  1918. 

*  feeg.  45.  Art.  TO. 
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Treasury  certificates  of  indebtedness^  war  savings  certifi- 
cates and  the  liberty  bond  issues  (except  the  first  Uberty 
loan  31^  per  cent  bonds),  the  interest  is  exempt  from  tax 
only  if  and  to  the  extent  provided  in  the  acts  authorizing 
the  issue  thereof,  as  amended  and  supplemented.  Interest 
credited  to  postal  savings  accounts  upon  moneys  deposited 
in  postal  savings  banks  on  or  before  September  1,  1917,  is 
exempt  from  income  tax,  while  interest  credited  upon  de- 
posits made  subsequently  to  September  1,  1917,  is  liable 
to  tax.  Interest  on  the  first  liberty  loan  3V^  per  cent  bonds 
is  entirely  exempt  from  tax,  but  that  absolute  exemption 
does  not  extend  to  the  bonds  of  the  first  liberty  loan  con- 
verted."' 

From  time  to  time  the  Secretary  of  the  Treasury  issues 
Treasury  certificates  of  indebtedness  under  the  authority 
of  the  Act  of  September  24,  1917,  as  amended.  The  follow- 
ing statement  of  the  exemption  of  such  certificates  is  con- 
tained in  Treasury  Department  Circular  No.  174,  dated  De- 
cember 8,  1919: 

''Said  certificates  shall  be  exempt,  both  as  to  principal  and 
interest,  from  all  taxation  now  or  hereafter  imposed  by  the 
United  States,  any  State,  or  any  of  the  possessions  of  the 
United  States,  or  by  any  local  taxing  authority,  except  (a) 
estate  or  inheritance  taxes,  and  (6)  graduated  additional  in- 
come taxes,  commonly  known  as  surtaxes,  and  excess  profits 
and  war  profits  taxes,  now  or  hereafter  imposed  by  the 
United  States,  upon  the  income  or  profits  of  individuals, 
partnerships,  associations,  or  corporations.  The  interest  on 
an  amount  of  bonds  and  certificates  authorized  by  said  act 
approved  September  24,  1917,  and  amendments  thereto,  the 
principal  of  which  does  not  exceed  in  the  aggregate  $5,000, 
owned  by  any  individual,  partnership,  association,  or  cor- 
poration, shall  be  exempt  from  the  taxes  provided  for  in 
clause  (6)  above." 

Interest  on  an  amount  of  bonds  of  the  War  Finance  Cor- 
poration the  principal  of  which  does  not  exceed  in  the  aggre- 
gate $5,000  is  exempt  from  income  and  excess  profits  taxes. 

•  Reg.  46.  Art.  77. 
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This  exemption  is  distinct  from  the  similar  exemption 
applicable  to  liberty  bonds  and  treasury  certificates  of 
indebtedness. 

§102.  Interest  on  liberty  bonds* — ^The  interest  on  the  first 
liberty  loan  sy^  per  cent  bonds  and  the  interest  on  the  3% 
per  cent  victory  notes  are  entirely  exempt  from  tax.  The 
partial  exemptions  of  the  other  liberty  bonds  and  victory 
notes,  however,  afford  complications  which  sometimes  seem 
almost  insuperable. 

'The  Second  Liberty  Bond  Act  of  September  24,  1917,  as 
amended  by  the  Third  Liberty  Bond  Act  of  April  4,  1918, 
and  by  the  Fourth  Liberty  Bond  Act  of  July  9,  1918,  pro- 
vides: 

"  'Sec.  7.  That  none  of  the  bonds  authorized  by  section 
one,  nor  of  the  certificates  authorized  by  section  five,  or  by 
section  six,  of  this  act,  shall  bear  the  circulation  privilege. 
All  such  bonds  and  certificates  shall  be  exempt,  both  as  to 
principal  and  interest,  from  all  taxation  now  or  hereafter 
imposed  by  the  United  States,  any  State,  or  any  of  the 
possessions  of  the  United  States,  or  by  any  local  taxing  au- 
thority, except  (a)  estate  or  inheritance  taxes,  and  (b) 
graduated  additional  income  taxes,  commonly  known  as  sur- 
taxes, and  excess-profits  and  war-profits  taxes,  now  or  here- 
after imposed  by  the  United  States,  upon  the  income  or  prof- 
its of  individuals,  partnerships,  associations,  or  corporations. 
The  interest  on  an  amount  of  such  bonds  and  certificates  the 
principal  of  which  does  not  exceed  in  the  aggregate  $5,000, 
owned  by  any  individual,  partnership,  association,  or  cor- 
poration, shall  be  exempt  from  the  taxes  provided  for  in 
subdivision  (b)  of  this  section.' 

"Accordingly,  in  addition  to  the  interest  on  first  liberty 
loan  3Vi  per  cent  bonds,  which  is  entirely  free  from  tax,  all 
interest  on  first  liberty  loan  converted  4  per  cent  bonds,  first 
liberty  loan  converted  4^  per  cent  bonds,  first  liberty  loan 
second  converted  4%  per  cent  bonds,  second  liberty  loan  4 
per  cent  bonds,  second  liberty  loan  converted  4^  per  cent 
bonds,  third  liberty  loan  4l^  per  cent  bonds,  and  fourth  lib- 
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erty  loan  4^  per  cent  bonds,  together  with  all  interest  on 
United  States  certificates  of  indebtedness  and  war  savings 
certificates,  is  exempt  from  the  normal  tax.  Such  interest 
in  excess  of  the  interest  on  not  exceeding  $5,000  principal 
amount  of  such  bonds  and  certificates  may,  however,  be  sub- 
ject to  surtax  and  to  the  war  profits  and  excess  profits  tax 
and  may  accordingly  require  to  be  included  in  gross  in- 
come/'* 4- 

"Section  7  of  the  Second  Liberty  Bond  Act  provides  that 
the  interest  on  an  aggregate  of  not  exceeding  $5,000  princi- 
pal amount  of  liberty  bonds  of  issues  after  the  first,  owned 
by  any  person,  including  in  such  later  issues  bonds  of  the 
first  liberty  loan  converted.  Treasury  certificates  and  war 
savings  certificates,  shall  be  exempt  from  surtaxes  and  war 
profits  and  excess  profits  taxes,  as  well  as  the  normal  tax. 
The  Supplement  to  Second  Liberty  Bond  Act,  approved  Sep- 
tember 24,  1918,  provides: 

"  That  until  the  expiration  of  two  years  after  the  date  of 
the  termination  of  the  war  between  the  United  States  and 
the  Imperial  German  Government,  as  fixed  by  proclamation 
of  the  President — 

'(1)  The  interest  on  an  amount  of  bonds  of  the  Fourth 
Liberty  Loan  the  principal  of  which  does  not  exceed  $30,000 
owned  by  any  individual,  partnership,  association,  or  cor- 
poration, shall  be  exempt  from  graduated  additional  income 
taxes,  commonly  known  as  surtaxes,  and  excess-profits  and 
war-profits  taxes,  now  or  hereafter  imposed  by  the  United 
States,  upon  the  income  or  profits  of  individuals,  partner- 
ships, associations,  or  corporations; 

'(2)  The  interest  received  after  January  1,  1918,  on  an 
amount  of  bonds  of  the  First  Liberty  Loan  converted,  dated 
either  November  15,  1917,  or  May  9,  1918,  the  Second  Lib- 
erty Loan,  converted  and  unconverted,  and  the  Third  Liberty 
Loan,  the  principal  of  which  does  not  exceed  $45,000  in  the 
aggregate,  owned  by  any  individual,  partnership,  associa- 
tion, or  corporation,  shall  be  exempt  from  such  taxes :  Pro- 
vided, however.  That  no  owner  of  such  bonds  shall  be  en- 

•  Reg.  45,  Art.  78.     Cf.  T.  D.  2685.  Nov.  8.  1917. 
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titled  to  such  exemption  in  respect  to  the  interest  on  an  ag- 
gregate principal  amount  of  such  bonds  exceeding  one  and 
one-half  times  the  principal  amount  of  bonds  of  the  Fourth 
Liberty  Loan  originally  subscribed  for  by  such  owner  and 
still  owned  by  him  at  the  date  of  his  tax  return;  and 

'(3)  The  interest  on  an  amount  of  bonds,  the  principal  of 
which  does  not  exceed  $30,000,  owned  by  any  individual, 
partnership,  association,  or  corporation,  issued  upon  con- 
version of  3Vi  per  centum  bonds  of  the  First  Liberty  Loan 
in  the  exercise  of  any  privilege  arising  as  a  consequence 
of  the  issue  of  bonds  of  the  Fourth  Liberty  Loan,  shall  be 
exempt  from  such  taxes. 

The  exemptions  provided  in  this  section  shall  be  in  ad- 
dition to  the  exemption  provided  in  section  7  of  the  Second 
Liberty  Bond  Act  in  respect  to  the  interest  on  an  amount  of 
bonds  and  certificates,  authorized  by  such  Act  and  amend- 
ments thereto,  the  principal  of  which  does  not  exceed  in 
the  aggregate  $5,000  and  in  addition  to  all  other  exemptions 
provided  in  the  Second  liberty  Bond  Act/ 

"Accordingly,  the  exemption  from  surtaxes  and  war 
profits  and  excess  profits  taxes  covers,  and  there  may  be 
excluded  from  gross  income,  the  interest  received  on  not 
exceeding  $5,000  principal  amount  in  the  aggregate  of  first 
liberty  loan  converted  4  per  cent  bonds,  first  liberty  loan 
converted  4 1/4  per  cent  bonds,  first  liberty  loan  second  con- 
verted 4  VA  per  cent  bonds,  second  liberty  loan  4  per  cent 
bonds,  second  liberty  loan  converted  4 1/4  per  cent  bonds, 
third  liberty  loan  4 1/4  per  cent  bonds,  fourth  liberty  loan 
4 1/4  per  cent  bonds,  and  Treasury  certificates  and  war  sav- 
ings certificates,  apportioned  as  the  taxpayer  may  choose; 
and  in  addition,  until  the  expiration  of  two  years  after  the 
termination  of  the  war,  (a)  the  interest  received  on  not  ex- 
ceeding $30,000  principal  amount  of  fourth  liberty  loan  4 1/4 
per  cent  bonds ;  plus  (6)  the  interest  received  on  an  aggre- 
gate principal  amount  of  first  liberty  loan  converted  4  per 
cent  bonds,  first  liberty  loan  converted  4 1/4  per  cent  bonds 
(dated  May  9,  1918),  second  liberty  loan  converted 
and  unconverted,  and  third  liberty  loan  4 1/4  per  cent 
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bonds,  not  exceeding  $45,000  and  not  exceeding  150  per 
cent  of  the  principal  amount  of  bonds  of  the  fourth  liberty 
loan  both  originally  subscribed  for  by  the  taxpayer  and  still 
owned  by  him  at  the  date  of  his  return ;  plus  (o)  the  interest 
received  on  not  exceeding  $30,000  principal  amount  of  first 
liberty  loan  second  converted  4 1/4  per  cent  bonds  (dated 
October  24, 1918)."^ 
"The  Victory  Liberty  Loan  Act  of  March  3, 1919,  provides : 
"  'Sec,  2(a)  That  until  the  expiration  of  five  years  after 
the  date  of  the  termination  of  the  war  between  the  United 
States  and  the  German  Grovemment,  as  fixed  by  proclama- 
tion of  the  President,  in  addition  to  the  exemptions  provided 
in  section  7  of  the  Second  liberty  Bond  Act  in  respect  to  the 
interest  on  an  amount  of  bonds  and  certificates,  authorized  by 
such  Act  and  amendments  thereto,  the  principal  of  which 
does  not  exceed  in  the  aggregate  $5,000,  and  in  addition  to 
all  other  exemptions  provided  in  the  Second  Liberty  Bond 
Act  or  the  Supplement  to  Second  Liberty  Bond  Act,  the  in- 
terest received  on  and  after  January  1,  1919,  on  an  amount 
of  bonds  of  the  First  Liberty  Loan  Converted,  dated  No- 
vember 15, 1917,  May  9, 1918,  or  October  24,  1918,  the  Sec- 
ond Liberty  Loan  converted  and  unconverted,  the  Third 
Liberty  Loan,  and  the  Fourth  Liberty  Loan,  the  principal 
of  which  does  not  exceed  $30,000  in  the  aggregate,  owned  by 
any  individual,  partnership,  association,  or  corporation,  shall 
be  exempt  from  graduated  additional  income  taxes,  com- 
monly known  as  surtaxes,  and  excess-profits  and  war-profits 
taxes,  now  or  hereafter  imposed  by  the  United  States,  upon 
the  income  or  profits  of  individuals,  partnerships,  associa- 
tions, or  corporations. 

'(b)  In  addition  to  the  exemption  provided  in  subdivision 
(ay,  and  in  addition  to  the  other  exemptions  therein  referred 
to,  the  interest  received  on  and  after  January  1, 1919,  on  an 
amount  of  the  bonds  therein  specified  the  principal  of  which 
does  not  exceed  $20,000  in  the  aggregate,  owned  by  any  in- 
dividual, partnership,  association,  or  corporation,  shall  be  ex- 
empt from  the  taxes  therein  specified:  Provided,  That  no 


•*  Reg.  46.  Art.  79. 
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owner  of  such  bonds  shall  be  entitled  to  such  exemption  in 
respect  to  the  interest  on  an  aggregate  principal  amount  of 
such  bonds  exceeding  three  times  the  principal  amount  of 
notes  of  the  Victory  Liberty  Loan  originally  subscribed  for 
by  such  owner  and  still  owned  by  him  at  the  date  of  his  tax 
return/ 

"Accordingly,  with  respect  to  the  interest  on  liberty  bonds 
received  after  December  31,  1918,  the  exemption  from  sur- 
taxes and  war  profits  and  excess  profits  taxes  covers,  and 
there  may  be  excluded  from  gross  income,  in  addition  to  the 
exemptions  specified  in  articles  77,  78  and  79,  (a)  the  in- 
terest receiv^  on  and  after  January  1,  1919,  until  the  ex- 
piration of  five  years  after  the  termination  of  the  war,  on 
not  exceeding  $30,000  principal  amount  in  the  aggregate 
of  first  liberty  loan  converted  4  per  cent  bonds,  first  liberty 
loan  converted  4l^  per  cent  bonds,  first  liberty  loan  second 
converted  4^4  P^r  cent  bonds,  second  liberty  loan  4  per 
cent  bonds,  second  liberty  loan  converted  4^^  per  cent  bonds, 
third  liberty  loan  41/4  Pcr  cent  bonds,  and  fourth  liberty 
loan  4^4  per  cent  bonds,  apportioned  as  the  taxpayer  may 
choose;  and  in  addition  (h)  the  interest  received  on  and 
after  January  1,  1919,  during  the  life  of  the  notes  of  the 
victory  liberty  loan,  on  an  aggregate  principal  amount  of  the 
bonds  described  in  subdivision  (a)  not  exceeding  $20,000  and 
not  exceeding  three  times  the  principal  amount  of  notes  of 
the  victory  liberty  loan  originally  subscribed  for  by  the 
taxpayer  and  still  owned  by  him  at  the  date  of  his  return. 
The  specific  exemptions  of  notes  of  the  victory  liberty  loan 
will  be  prescribed  by  the  Secretary  of  the  Treasury  pursu- 
ant to  the  Victory  Liberty  Loan  Act/'* 

The  following  circular  was  issued  by  the  Treasury  De- 
partment on  April  23, 1919 : 

"Liberty  bonds  and  victory  notes  issued  under  authority 
of  the  Acts  of  Congress  approved  April  24, 1917,  September 
24, 1917,  April  4, 1918,  July  9, 1918,  September  24, 1918,  and 
March  3,  1919,  are  entitled,  respectively,  to  the  exemptions 
from  taxation  set  forth  in  said  acts,  from  which  the  state- 

•  Reg.  45.  Art.  80. 
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ments  in  this  circular  are  summarized  and  to  which  they 
are  subj^t. 

"I.  4  per  cent  and  4^  per  cent  bonds  are  exempt  from  all 
federal,  State  and  local  taxation,  except  (a)  estate  or  in- 
heritance taxes  and  (6)  federal  income  surtaxes  and  profits 
taxes,  as  follows: 

1.  First  Liberty  loan  converted  4  per' 

cent  bonds  of  1932-1947  (first  4s). 

2.  First   Liberty   loan   converted   4^ 

per  cent  bonds  of  1932-1947  (first 
4Hs,  issue  of  May  9,  1918). 

3.  First  Liberty  loan  second  converted 

4^  per  cent  bonds  of  1932-1947 
(first  4%s,  issue  of  October  24, 
1918). 

4.  Second    Liberty    loan   4   per   cent 

bonds  of  1927-1942  (second  4s). 

5.  Second  Liberty  loan  converted  4^ 

per  cent  bonds  of  1927-1942  (sec- 
.  ond  4%s). 

6.  Third   Liberty   loan   4^    per  cent 

bonds  of  1928  (tliird  4^s). 

7.  Fourth  Liberty  loan  4%  per  cent 

bonds  of  1933-1938  (fourth  4^s). 

8.  Victory  Liberty  loan  4%  per  cent 

convertible  gold  notes  of  1922rl928 
(4%  per  cent  Victory  notes).         J 

"n.  4  per  cent  and  4^  per  cent  bonds  are  entitled  to  limited 
exemptions  from  federal  income  surtaxes  and  profits  taxes, 
as  follows: 

"4  per  cent  and  4  VA  per  cent  liberty  bonds  (but  not  4% 
per  cent  victory  notes)  are  entitled  to  certain  limited  ex- 
emptions from  graduated  additional  income  taxes,  com- 
monly known  as  surtaxes,  and  excess-profits  and  war-profits 
taxes,  now  or  hereafter  imposed   by   the    United    States 
upon  the  income  or  profits  of  individuals,  partnerships,  as- 
sociations, or  corporations,  in  respect  to  the  interest  on 
principal  amounts  thereof,  as  follows: 
$5,000  in  the  aggregate  of  first  4s,  first  4^s  (issues  of 
May  9  and  October  24,  1918),  second  4s  and  4^s, 
third  4^s,  fourth  4^s,  Treasury  certificates,  and 
war-savings  certificates. 
30,000  of  first  414s  (issue  of  October  24, 1918,  only),  until 
the  expiration  of  two  years  after  the  termination 
of  the  war. 


Are  exempt,  both  as  to  princi- 
pal and  interest,  from  all  tax- 
ation now  or  hereafter  im- 
posed by  the  United  States, 
any  State,  or  any  of  the  pos- 
sessions of  the  United  States, 
or  by  any  local  taxing  au- 
thority, except  (a)  estate  or 
inheritance  taxes,  and  (&) 
graduated  additional  income 
taxes,  commonly  known  as 
surtaxes,  and  excess-profits 
and  war-profits  taxes,  now  or 
hereafter  imposed  by  the 
United  States,  upon  the  in- 
come or  profits  of  individuals, 
partnerships,  associations,  or 
corporations. 
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$30,000  of  fourth  4^s  until  the  expiration  of  two  years 
after  the  termination  of  the  war. 
30,000  in  the  aggregate  of  first  4s,  first  4^s  (issues  of 
May  9  and  October  24,  1918),  second  4s  and  414s, 
third  4%s,  and  fourth  4l^s,  as  to  the  interest  re- 
ceived on  and  after  January  1,  1919,  until  the  ex- 
piration of  five  years  after  the  termination  of  the 
war. 
45,000  in  the  aggregate  of  first  4s,  first  4^s  (issue  of  May 
9,  1918,  only)  second  4s  and  4^s,  and  third  4i4s» 
as  to  the  interest  received  after  January  1,  1918, 
until  the  expiration  of  two  years  after  the  termina- 
tion of  the  war;  this  exemption  conditional  on  orig- 
inal subscription  to,  and  continued  holding  at  the 
date  of  the  tax  return  of,  two-thirds  as  many  bonds 
of  the  fourth  liberty  loan, 
20,000  in  the  aggregate  of  first  4s,  first  4^s  (issues  of 
May  9  and  October  24,  1918),  second  4s  and  4l^s, 
third  414s,  and  fourth  4^s,  as  to  the  interest  re- 
ceived on  and  after  January  1, 1919 ;  this  exemption 
conditional  upon  original  subscription  to,  and  con- 
tinued holding  at  the  date  of  the  tax  return  of,  one- 
third  as  many  notes  of  the  victory  liberty  loan, 
and  extending  through  the  life  of  such  notes  of 

the  victory  liberty  loan. 

$160,000  Total  possible  exemptions  from  federal  income  sur- 
taxes and  profits  taxes,  subject  to  conditions  above 
summarized. 
"HI.  3V^  per  cent  bonds  and  3%  per  cent  notes  are  exempt 

from  all  federal.  State  and  local  taxation,  except  estate  or 

inheritance  taxes,  as  follows : 

Are  exempt,  both  as  to  prin- 
cipal and  interest,  from  aU 
taxation  (except  estate  or 
inheritance  taxes)  now  or 
hereafter  imposed  by  the 
United  States,  any  State,  or 
any  of  the  possessions  of  the 
United  states,  or  by  any 
local   taxing  authority."* 


1.  First  liberty  loan  3%  per  cent  bonds 

of  1932-1947. 

2.  Victory  liberty   loan  S%   per  cent 

convertible  gold  notes  of  1922-1923. 


•  T.  D.  2838,  May  7,  101». 
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^Tor  the  purposes  of  the  additional  tax  exemption  for 
liberty  bonds  granted  by  section  2(b)  of  the  Victory  Liberty 
Loan  Act,  approved  March  3,  1919,  victory  notes  of  either 
series  issued  upon  conversion  of  victory  notes  of  the  other 
series  which  were  originally  subscribed  for  by  any  taxpayer 
will  be  deemed  to  have  been  originally  subscribed  for  by 
such  taxpayer/'* 

"All  interest  accrued  on  4%  per  cent  victory  notes  at  the 
date  of  any  conversion  by  the  taxpayer  into  3%  per  cent 
victory  notes  will,  for  the  purposes  of  computing  net  income, 
be  deemed  to  be  interest  upon  4%  per  cent  victory  notes, 
and  will  be  entitled  only  to  the  exemptions  from  taxation  to 
Vhich  interest  on  4%  per  cent  victory  notes  is  entitled.  Any 
and  all  amounts  received  by  any  tasqmyer  from  the  United 
States  by  way  of  adjustment  of  accrued  interest  upon  con- 
version of  4%  per  cent  victory  notes  into  3%  per  cent  vic- 
tory notes  will  be  deemed  to  be  interest  upon  4%  per  cent 
victory  notes* 

"All  interest  acrued  on  3%  per  cent  victory  notes  at  the 
date  of  any  conversion  by  the  taxpayer  into  4%  per  cent 
victory  notes  will,  for  the  purposes  of  computing  net  income, 
be  deemed  to  be  interest  upon  3%  per  cent  victory  notes,  and 
will  be  entitled  to  the  exemptions  from  taxation  to  which 
interest  on  3%  per  cent  victory  notes  is  entitled."* 

1  T.  D.  2857,  June  7,  1919.  «  T.  D.  2866,  June  14,  1919. 
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§111.  Business  expenses. — ^After  the  gross  income  has 
been  determined  in  accordance  with  the  preceding  chap- 
ters, certain  deductions  from  gross  income  are  allowed  in 
computing  net  income.  The  first  deduction  is  of  the 
ordinary  and  necessary  expenses  paid  or  incurred  during  the 
taxable  year  in  carrying  on  any  trade  or  business,  including 
a  reasonable  allowance  for  salaries  or  other  compensation 
for  personal  services  actually  rendered,  and  including  rentals 
or  other  payments  required  to  be  made  as  a  condition  to  the 
continued  use  or  possession  (in  the  case  of  individuals  for 
purposes  of  the  trade  or  business)  of  property  to  which 
the  taxpayer  has  not  taken  or  is  not  taking  title  or  in  which 
he  has  no  equity.* 

The  last  clause  is  a  reminder  of  the  state  of  the  law  when 
the  deduction  of  interest  paid  by  corporations  was  limited 
and  they  attempted  to  deduct  interest  paid  on  mortgages 
as  rent.* 

''Business  expenses,  whether  subtracted  from  total  re- 
ceipts in  computing  gross  income  or  deducted  from  gross 
income  in  computing  net  income,  include  all  items  entering 
into  what  is  ordinarily  known  as  the  cost  of  goods  sold,  to- 
gether with  selling  and  management  expenses,  except  such 
classes  of  items  as  are  treated  in  articles  121  to  268.  Among 
the  items  to  be  treated  as  business  expenses  are  material, 
labor,  supplies  and  repairs  in  the  case  of  a  manufacturer, 
while  a  merchant  would  include  his  purchases  of  goods 
bought  for  resale.  In  either  case  the  amount  to  be  taken 
as  a  deduction  in  any  year  should  be  determined  by  taking 
into  consideration  the  inventory  at  the  beginning  and  end 

iR.  A.  1918.  Sees.  214(a)(1)  and  234(a)(1).  See  Mot  Benefit  Life  Ins.  Co. 
V,  Herold,  108  Fed.  100  (R.  A.  1009) ;  Conn.  Mut.  Life  Ins.  Co.  ▼.  Baton,  218  Fed. 
206  (R.  A.  1000).  Cf.  T.  D.  1606,  March  20,  1010;  T.  D.  1676,  Feb.  14.  1011;  T.  D. 
1742.  Deo.  15.  1011;  T.  D.  2000.  Dec.  14.  1014. 

«  See  T.  D.  1605.  Feb.  28,  1010;  T.  D.  1865,  July  14,  1018;  T.  D.  1060,  March 
18,  1014. 
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of  the  year.  Other  items  that  may  be  included  as  business 
expenses  are  reasonable  compensation  for  the  services  of 
officers  and  employees,  advertising  and  other  selling  ex- 
penses, together  with  insurance  premiums  against  fire, 
storm,  theft,  accident  or  other  similar  losses  in  the  case  of 
a  business,  and  rental  for  the  use  of  business  property.  A 
taxpayer  is  entitled  to  deduct  the  necessary  expenses  paid  in 
canying  on  his  business  from  his  gross  income  from  what- 
ever source.  See  section  215  of  the  statute  and  articles 
291-294.  As  to  deductions  by  corporations  see  section  234 
and  articles  561-573.*'* 

'Taxpayers  carrying  materials  and  supplies  on  hand 
should  include  in  expenses  the  charges  for  materials  and 
supplies  only  to  the  amount  that  they  are  actually  con- 
sumed and  used  in  operation  during  the  year  for  which  the 
return  is  made,  provided  that  the  cost  of  such  material  and 
supplies  has  not  been  taken  into  account  in  determining  the 
net  income  for  any  previous  year.  If  a  taxpayer  carries 
materials  or  supplies  on  hand  for  which  no  record  of  con- 
sumption is  kept  or  of  which  physical  inventories  at  the 
beginning  and  «nd  of  the  year  are  not  taken,  it  will  be 
permissible  for  the  taxpayer  to  include  in  his  expenses  and 
deduct  from  gross  income  the  total  cost  of  such  supplies 
and  materials  as  were  purchased  during  the  year  for  which 
the  return  is  made,  provided  the  net  income  is  clearly  re- 
flected by  this  method.'** 

'The  cost  of  incidental  repairs  which  neither  materially 
add  to  the  value  of  the  property  nor  appreciably  prolong  its 
life,  but  keep  it  in  ordinarily  efficient  operating  condition, 
may  be  deducted  as  expense,  provided  the  plant  or  property 
account  is  not  increased  by  the  amount  of  such  expenditures. 
Repairs  in  the  nature  of  replacements,  to  the  extent  that 
they  arrest  deterioration  and  appreciably  prolong  the  life 
of  the  property,  should  be  charged  against  the  depreciation 
reserve.    See  articles  161.171.'" 

*  Reg.  45,  Art.  im. 
«  Reg.  40,  Art.  102. 

•  Reg.  46,  Art  103.    Sec.  S.  F.  ft  P.  8.  S.  Co.  ▼.  Scott,  258  Fed.  854  (R.  A.  1909). 
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^'A  professional  man  may  claim  as  deductions  the  cost  of 
supplies  used  by  him  in  the  practice  of  his  profession,  ex- 
penses paid  in  the  operation  and  repair  of  an  automobile 
used  in  making  professional  calls,  dues  to  professional  soci- 
eties and  subscriptions  to  professional  journals,  the  rent 
paid  for  office  rooms,  the  expense  of  the  fuel,  light,  water, 
telephone,  etc.,  used  in  such  offices,  and  the  hire  of  office 
assistants.  Amounts  expended  for  books,  furniture  and 
professional  instruments  and  equipment  of  a  permanent 
character  are  not  allowable  as  deductions.  See  section  215 
and  articles  291.194."* 

''Where  a  leasehold  is  acquired  for  a  specified  sum,  the 
purchaser  may  take  as  a  deduction  in  his  return  an  aliquot 
part  of.  such  sum  each  year,  based  on  the  number  of  years 
the  lease  has  to  run.  Taxes  paid  by  a  tenant  to  or  for  a 
landlord  for  business  property  are  additional  rent  and  con- 
stitute a  deductible  item  to  the  tenant  and  taxable  income 
to  the  landlord,  the  amount  of  the  tax  being  deductible  by 
the  latter.  The  cost  of  erecting  buildings  or  permanent  im- 
provements on  ground  leased  by  a  taxpayer  is  additional 
rental  and  is  therefore  a  proper  deduction  from  gross  in- 
come, provided  such  buildings  and  improvements  under  the 
terms  of  the  lease  revert  to  the  owner  of  the  ground  at  the 
expiration  of  the  lease.  In  such  a  case  the  cost  will  be  pro- 
rated according  to  the  number  of  years  constituting  the 
term  of  the  lease.  The  lessee  will  not  be  pennitted  to  deduct 
from  gross  income  any  depreciation  with  respect  to  such 
buildings,  but  the  cost  of  incidental  repairs  necessary  to 
keep  them  in  an  efficient  condition  for  the  purposes  of  their 
use  may  be  deducted.  If,  however,  the  life  of  the  improve- 
ment is  less  than  the  life  of  the  lease,  depreciation  may  be 
taken  by  the  lessee  instead  of  treating  the  cost  as  rent. 
See  article  48.''^ 

Certain  expenditures  which  are  not  regarded  as  business 
expenses  or  otherwise  deductible  are  expressly  excluded  by 
the  statute.  These  comprise  personal,  living  and  family  ex- 
penses in  the  case  of  an  individual,  and  in  the  case  of  an 

•  Reg.  4R,  Art  104.  *  Reg.  45,  Art.  100. 
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individual  or  corporation  what  are  really  capital  expendi- 
tures, and  also  premiums  paid  on  any  life  insurance  policy 
covering  the  life  of  any  officer  or  employee,  or  of  any  per- 
son financially  interested  in  any  trade  or  business  carried  on 
by  the  taxpayer,  when  the  taxpayer  is  directly  or  indirectly 
a  beneficiary  under  such  policy.'  Personal  expenses  and  cap- 
ital expenditures  are  discussed  in  §§113  and  114  respec* 
tively. 

''Where  the  taxpayer  pays  premiums  on  an  insurance 
policy  on  the  life  of  an  officer,  employee  or  individual  finan- 
cially interested  in  the  taxpayer's  business,  for  the  purpose 
of  protecting  himself  from  loss  in  the  event  of  the  death 
of  any  such  person,  such  premiums  are  not  deductible  from 
his  gross  income.  But  if  the  taxpayer  is  in  no  sense  a 
beneficiary  under  such  a  policy,  except  as  he  may  derive 
advantage  from  the  increased  efficiency  of  the  employee, 
and  pays  the  premiums  purely  as  reasonable  additional  com- 
pensation of  such  employee,  they  are  allowable  deduc- 
tions. See  articles  33  and  105-108.  In  either  case  whether 
the  proceeds  of  such  policies  paid  upon  the  death  of  the 
insured  may  be  excluded  from  gross  income  or  must 
be  included  therein  depends  upon  whether  the  beneficiary 
is  an  individual  or  a  corporation.  See  section  213(b)  (1) 
and  articles  72  and  541.*'* 

§112.  Salaries. — ^As  noted  in  the  preceding  section,  busi- 
ness expenses  include  a  reasonable  allowance  for  salaries 
or  other  compensation  for  personal  services  actually  ren- 
dered.* 

''Among  the  ordinary  and  necessary  ex,penses  paid  or 
incurred  in  carrjring  on  any  trade  or  business  may  be  in- 
cluded a  reasonable  allowance  for  salaries  or  other  compen- 
sation for  personal  services  actually  rendered.  The  test  of 
deductibility  in  the  case  of  compensation  payments  is 
whether  they  are  reasonable  and  are  in  fact  payments  purely 

•  R.  A.  1018,  Sees.  215  and  235. 

•  Reg.  45.  Art.  294.  Cf.  T.  D.  2519.  Aug.  80,  1917. 
1  R.  A.  1918,  Sect.  214(a)(1)  and  234(a)(1). 


119 


Digitized  by  VjOOQIC 


§118  DEDUCTIONS 

for  services.  This  test  and  its  practical  application  may  be 
further  stated  and  illustrated  as  follows: 

"(1)  Any  amount  paid  in  the  form  of  compensation,  but 
not  in  fact  as  the  purchase  price  of  services,  is  not  deduct- 
ible, (a)  An  ostensible  salary  paid  by  a  corporation  may  be 
a  distribution  of  a  dividend  on  stock.  This  is  likely  to  occur 
in  the  case  of  a  corporation  having  few  stockholders,  prac- 
tically all  of  whom  draw  salaries.  If  in  such  a  case  the 
salaries  are  based  upon  or  bear  a  close  relationship  to  the 
stockholdings  of  the  officers  or  employees,  it  would  seem 
likely  that  the  salaries,  if  in  excess  of  those  ordinarily  paid 
for  similar  services,  are  not  paid  wholly  for  services  ren- 
dered, but  in  part  as  a  distribution  of  earnings  upon  the 
stock.'  (b)  An  ostensible  salary  paid  by  a  corporation  may 
be  in  part  a  waste  or  appropriation  of  assets  of  the  corpora- 
tion. This  may  occur  where  salaried  employees  are  in  con- 
trol of  the  corporation  through  holding  directly  or  indirectly 
a  majority  of  its  stock  or,  in  the  case  of  a  large  corporation 
with  many  stockholders,  owning  a  substantial  minority  of 
its  stock,  and  the  tendency  of  the  officers  unduly  to  inflate 
their  salaries  must  be  taken  into  account,  (c)  An  pstensible 
salary  may  be  in  part  payment  for  property.  This  may 
occur,  for  example,  where  a  partnership  sells  out  to  a  cor- 
poration, the  former  partners  agreeing  to  continue  in  the 
service  of  the  corporation.  In  such  a  case  it  may  be  found 
that  the  salaries  of  the  former  partners  are  not  merely  for 
services,  but  in  part  constitute  payment  for  the  transfer  of 
their  business. 

"(2)  The  form  or  method  of  fixing  compensation  is  not 
decisive  as  to  deductibility.  While  any  form  of  contingent 
compensation  invites  scrutiny  as  a  possible  distribution  of 
earnings  of  the  enterprise,  it  does  not  follow  that  payments 
on  a  contingent  basis  are  to  be  treated  fundamentally  on 
any  basis  different  from  that  applying  to  compensation  at  a 
flat  rate.  Generally  speaking,  if  contingent  compensation  is 
paid  pursuant  to  a  free  bargain  between  the  enterprise  and 
the  individual  made  before  the  services  are  rendered,  not 

«  See  Jacobs  ft  Davies  ▼.  Collector.  228  Fed.  506  (R.  A.  1909). 
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influenced  by  any  consideration  on  the  part  of  the  employer 
other  than  that  of  securing  on  fair  and  advantageous  terms 
the  services  of  the  individual,  it  should  be  allowed  as  a  de- 
duction even  though  in  the  actual  working  out  of  the  con- 
tract it  may  prove  to  be  greater  than  the  amount  which 
would  ordinarily  be  paid. 

"(3)  In  any  event  the  allowance  for  compensation  paid 
may  not  exceed  what  is  reasonable  in  all  the  circumstances. 
It  is  in  general  just  to  assume  that  reasonable  and  true  com- 
pensation is  only  such  amount  as  would  ordinarily  be  paid 
for  like  services  by  like  enterprises  in  like  circumstances. 
The  circumstances  to  be  taken  into  consideration  are  those 
existing  at  the  date  when  the  contract  for  services. was 
made,  not  those  existing  at  the  date  when  the  contract  is 
questioned.    See  article  32."* 

''As  to  the  treatment  of  amounts  ostensibly  paid  as  com- 
pensation, but  not  allowed  to  be  deducted  as  such,  the  fol- 
lowing rules  apply: 

"(1)  In  the  case  of  excessive  payments  by  corporations, 
if  such  payments  correspond  or  bear  a  close  relationship  to 
stock  holdings,  the  amount  of  the  excess  should  be  treated 
as  dividends  and  would  thus  be  exempt  from  the  normal  tax 
in  the  hands  of  the  recipients;  or  if  such  payments  rep- 
resent an  appropriation  of  assets  of  the  corporation  by  offi- 
cers who  control  it  and  fix  their  compensation  in  violation  of 
the  rights  of  the  corporation,  the  amount  of  the  excess,  while 
disallowed  as  a  deduction  by  the  corporation,  should  be 
treated  as  compensation  of  the  individuals  subject  to  the 
normal  tax,  compensation  illegally  secured  being  none  the 
less  subject  to  tax  in  all  respects ;  or  if  such  payments  con- 
stitute in  part  payment  for  property,  the  amount  of  the  ex- 
cess should  be  treated  by  the  corporation  as  a  capital  ex- 
penditure and  by  the  recipient  as  part  of  the  purchase  price. 

''(2)  In  the  case  of  excessive  payments  by  individuals  or 
partnerships,  the  amounts  disallowed  should  ordinarily  be 
treated  as  shares  of  the  profits  of  a  partnership,  except  that 
a  payment  for  property  should  be  treated  by  the  individual 

•  Ref.  40,  Art  105.  Cf.  T.  D.  2162.  Feb.  12,  1915;  T.  D.  26U,  Dec.  20.  1917; 
T.  D.  5886,  Apr.  10,  1918. 
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or  partnership  as  a  capital  expenditure  and  by  the  recipi- 
ent as  part  of  the  purchase  price/ 

''Gifts  or  bonuses  to  employees  will  constitute  allowable 
deductions  from  gross  income  when  such  payments  are 
made  in  good  faith  and  as  additional  compensation  for  the 
services  actually  rendered  by  the  employees,  provided  such 
payments,  when  added  to  the  stipulated  salaries,  do  not 
exceed  a  reasonable  compensation  for  the  services  rendered. 
Donations  made  to  employees  and  others,  which  do  not  have 
in  them  the  element  of  compensation  or  are  in  excess  of 
reasonable  compensation  for  services,  are  considered  gratui- 
ties and  are  not  deductible  from  gross  income/"" 

"Amounts  paid  for  pensions  to  retired  employees  or  to 
their  families  or  others  dependent  upon  them,  or  on  account 
of  injuries  received  by  employees,  and  lump  sum  amounts 
paid  as  compensation  for  injuries,  are  proper  deductions  as 
ordinary  and  necessary  expenses.  Such  deductions  are  lim- 
ited to  the  amount  not  compensated  for  by  insurance  or 
otherwise.  No  deduction  shall  be  made  for  contributions 
to  a  pension  fund  held  by  the  corporation,  the  amount  de- 
ductible in  such  case  being  the  amount  actually  paid  to 
the  employee.  When  the  amount  of  the  salary  of  an  officer 
or  employee  is  paid  for  a  limited  period  after  his  death  to 
his  widow  or  heirs  in  recognition  of  the  services  rendered 
by  the  individual,  such  payments  may  be  deducted.  Salaries 
paid  by  employers  during  the  continuance  of  the  war  to 
employees  who  are  absent  in  the  military  or  naval  service 
or  are  serving  the  Government  in  other  ways  at  a  nominal 
compensation,  but  who  intend  to  return  at  the  conclusion  of 
the  war,  are  allowable  deductions."* 

§113.  Personal  expenses. — ^In  computing  net  income  no 
deduction  from  gross  income  is  in  any  ease  allowed  in  re- 
spect of  personal,  living  or  family  expenses/ 

''Insurance  paid  on  a  dwelling  owned  and  occupied  by  a 
taxpayer  is  a  personal  expense.    Premiums  paid  for  life 

•  Reg.  45,  Art.  106. 

•  Reg.  45.  Art.  107.     Cf.  T.  D.  2616.  Dec.  U.  1917. 

•  Reg.  45.  Art.  108.    Cf.  T.  D.  2660,  March  1,  1918. 
▼  R.  A.  lbl8,  Sec.  215(a). 
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insurance  by  the  insured  are  not  deductible.  In  the  case 
of  a  professional  man  who  rents  a  property  for  residential 
purposes,  but  incidentally  receives  there  clients,  patients 
or  callers  in  connection  with  his  professional  work  (his  place 
of  business  being  elsewhere),  no  part  of  the  rent  is  deduct- 
ible as  a  business  expense.  If,  however,  he  uses  part  of  the 
house  for  his  office,  such  portion  of  the  rent  as  is  properly 
attributable  to  such  office  is  deductible.  The  father  is 
legally  entitled  to  the  services  of  his  minor  children,  and 
allowances  which  he  gives  them,  whether  said  to  be  in 
consideration  of  services  or  otherwise,  are  not  allowable  de- 
ductions in  his  return  of  income.  Alimony  and  an  allow- 
ance paid  under  a  separation  agreement  are  not  deductible 
from  gross  income.  See  article  73.  The  cost  of  the  equip- 
ment of  an  army  officer  to  the  extent  only  that  it  is  specially 
required  by  his  profession'  and  does  not  merely  take  the 
place  of  articles  required  in  civilian  life  is  deductible.  Ac- 
cordingly, the  cost  of  a  sword  is  an  allowable  deduction, 
but  the  cost  of  a  uniform  is  not.*'* 

'Traveling  expenses,  as  ordinarily  understood,  include 
railroad  fares  and  meals  and  lodging.  If  the  trip  is  under- 
taken for  other  than  business  purposes,  such  railroad  fares 
are  personal  expenses  and  such  meals  and  lodging  are  living 
expenses.  If  the  trip,  is  on  business,  the  railroad  fares  be- 
come business  instead  of  personal  expenses,  but  the  meals 
and  lodging  continue  to  be  living  expenses  and  are  not  de- 
ductible in  computing  net  income,  (a)  If,  then,  an  indi- 
vidual whose  business  requires  him  to  travel  receives  a 
salary  as  full  compensation  for  his  services,  without  reim- 
bursement of  traveling  expenses,  his  expenses  for  railroad 
fares,  but  not  for  meals  and  lodging,  are  deductible  from 
gross  income.  (6)  If  such  an  individual  receives  a  salary 
and  is  also  repaid  his  actual  traveling  expenses,  no  part  of 
such  expenses  is  deductible  from  gross  income  and  no 
part  of  such  repayment  is  returnable  as  income,  (o)  If  such 
an  individual  receives  a  salary  and  also  an  allowance  for 
meals  and  lodging,  as,  for  example,  a  per  diem  allowance 

•  Reff.  45,  Art  291. 
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in  lieu  of  subsistence,  any  excess  of  the  cost  of  such  meals 
and  lodging  over  the  allowance  is  not  deductible,  but  any  ex- 
cess of  the  allowance  over  the  actual  expenses  is  taxable  in- 
come. Congressmen  and  others  who  receive  a  mileage  allow- 
ance for  railroad  fares  should  return  as  income  any  excess 
of  such  allowance  over  their  actual  expenses  for  such  fares. 
A  payment  for  the  use  of  a  sample  room  at  a  hotel  for  the 
display  of  goods  is  a  business  expense.''* 

§114.  Capital  expenditnresw — ^In  computing  net  income  no 
deduction  from  gross  income  is  in  any  case  allowed  in  re- 
spect of  any  amounts  paid  out  for  new  buildings,  or  for 
permanent  improvements  or  betterments  made  to  increase 
the  value  of  any  property  or  estate,  or  in  restoring  property 
or  in  making  good  the  exhaustion  thereof  for  which  an 
allowance  is  or  has  been  made.^ 

"No  deduction  from  gross  income  may  be  made  for  any 
amounts  paid  out  for  new  buildings  or  for  permanent  im- 
provements or  betterments  made  to  increase  the  value  of 
any  property,  or  for  any  amounts  expended  in  restoring 
property  or  in  making  good  the  exhaustion  thereof  for 
which  an  allowance  for  depreciation  or  depletion  or  other 
allowance  is  or  has  been  made,  or  for  any  amounts  paid  for 
premiums  on  any  life  insurance  policy  covering  the  life  of 
an  officer  or  employee  or  of  any  person  financially  inter- 
ested in  the  business  of  the  corporation  when  the  corpora- 
tion is  directly  or  indirectly  a  beneficiary  under  such  policy. 
See  section  215  of  the  statute  and  articles  291-294."* 

"Amounts  paid  for  increasing  the  capital  value  or  for 
restoring  the  depreciated  value  of  property  are  not  de- 
ductible from  gross  income.  See  section  214(a)  (8)  of  the 
statute  and  article  161.  Amounts  expended  for  securing  a 
copyright  and  plates,  which  remain  the  property  of  the  per- 
son making  the  payments,  are  investments  of  capital.  The 
cost  of  defending  or  perfecting  title  to  property  constitutes 
a  part  of  the  cost  of  the  property  and  is  not  a  deductible 

•  Reg,  45,  Art.  202.    Cf.  T.  D.  2079,  Nov.  24,  1914. 

1  R.  A.  1918.  Sees.  215(b)  (c)  and  235.    See  Grand  Rapids  &  Indiana  Ry.  Co. 
V.  Doyle,  245  Fed.  789  (B.  A.  1909). 
>  Reg.  45,  Art.  581. 
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expense.  The  amount  expended  for  architect's  services 
is  part  of  the  cost  of  the  building.  Commissions  paid  in 
purchasing  securities  are  a  part  of  the  cost  price  of  such 
securities.  Ck)mmissions  paid  in  selling  securities  are  an 
offset  against  the  selling  price.  Expenses  of  the  adminis- 
tration of  an  estate,  such  as  court  costs,  attorney's  fees  and 
executor's  commissions,  are  chargeable  against  the  corpus 
of  the  estate  and  are  not  allowable  deductions.  Amounts 
to  be  assessed  and  paid  under  an  agreement  between  bond- 
holders and  stockholders  of  a  corporation,  to  be  used  in  a 
reorganization  of  the  corporation,  are  investments  of  capi- 
tal and  not  deductible  for  any  purpose  in  returns  of  income. 
See  article  543.  An  assessment  paid  by  a  stockholder  of  a 
national  bank  on  account  of  his  statutory  liability  is  simi- 
larly not  deductible.  As  to  items  not  deductible  by  corpora- 
tions, see  section  235  and  articles  581  and  582.' 

**Expenses  of  the  organization  of  a  corporation,  such  as 
incorporation  fees  and  attorneys'  and  accountants'  charges, 
constitute  investments  of  capital  and  are  not  deductible 
from  gross  income.  See  article  818.  A  holding  company 
which  guarantees  dividends  at  a  specified  rate  on  the  stock 
of  a  subsidiary  corporation  for  the  purpose  of  securing  new 
capital  for  the  subsidiary  and  increasing  the  value  of  its 
stock  holdings  in  the  subsidiary  may  not  deduct  amounts 
paid  in  canying  out  this  guaranty  in  computing  its  net 
income,  but  such  payments  may  be  added  to  the  cost  of  its 
stock  in  the  subsidiary.    But  see  article  868."* 

§115.  Charitable  contributions. — In  computing  net  income 
a  deduction  from  gross  income  is  allowed  individuals  for 
contributions  or  gifts  made  within  the  taxable  year  to  cor- 
porations organized  and  operated  exclusively  for  religious, 
charitable,  scientific  or  educational  purposes,  or  for  the  pre- 
vention of  cruelty  to  children  or  animals,  no  part  of  the  net 
earnings  of  which  inures  to  the  benefit  of  any  private  stock- 
holder or  individual,  or  made  to  the  special  fund  for  voca- 
tional rehabilitation  authorized  by  section  7  of  the  Voca- 

•  Reg.  46.  Art.  293. 

«  ReS.  45,  Art.  682.    Of.  T.  D.  2490.  June  11.  1917. 
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tional  Rehabilitation  Act.  The  allowance  for  such 
contributions  is  limited  to  not  exceeding  fifteen  per  cent 
of  the  taxpayer's  net  income  as  computed  without  the  benefit 
of  this  deduction/" 

"Contributions  or  gifts  within  the  taxable  year  are  de- 
ductible to  an  aggregate  amount  not  in  excess  of  fifteen 
per  cent  of  the  taxpayer's  net  income  including  such  pay- 
ments, if  made  (a)  to  corporations  or  associations  of  the 
kind  exempted  from  tax  by  subdivisions  (6)  of  section  231 
of  the  statute  or  (b)  to  the  special  fund  for  vocational 
rehabilitation  under  the  Vocational  RehabiUtation  Act  of 
June  27,  1918.  For  a  discussion  of  what  corporations  and 
associations  are  included  within  (a)  see  article  517.  A  gift 
to  a  common  agency  (as  a  war  chest)  for  several  such  cor- 
porations or  associations  is  treated  like  a  gift  directly  to 
them.  In  connection  with  claims  for  this  deduction  there 
shall  be  stated  on  returns  of  income  the  name  and  address 
of  each  organization  to  which  a  gift  was  made,  and  the 
approximate  date  and  the  amount  of  the  gift  in  each  case. 
Where  the  gift  is  other  thab  money,  the  basis  for  calcula- 
tion of  the  amount  of  the  gift  shall  be  the  fair  market  value 
of  the  property  at  the  time  given.  A  gift  of  real  estate  to 
a  city  to  be  maintained  perpetually  as  a  pubUc  park  is  not  an 
allowable  deduction.  This  article  does  not  apply  to  gifts  by 
partnerships,  estates  and  trusts,  or  corporations.  See  sec- 
tions 218  and  219  of  the  statute  and  articles  561  and  562.''* 

**The  Revenue  Act  of  1918  contains  two  sections  relating 
to  deductions  which  may  be  made  in  ascertaining  net  income 
subject  to  tax.  Section  214  relates  to  individuals  and 
allows  as  deductions  (1)  all  ordinary  and  necessary  ex- 
penses paid  or  incurred  during  the  taxable  year  in  canying 
on  any  trade  or  business,  etc.;  (2)  all  interest  paid  or 
accrued  within  the  taxable  year  on  indebtedness,  etc.  (with 
certain  exceptions) ;  (3)  taxes  paid  or  accrued  within  the 
taxable  year,  etc.  (with  certain  exceptions) ;  (4-10)  certain 
allowance  for  losses,  bad  debts,  exhaustion,  wear  and  tear  of 
property  of  various  sorts;  (11)  contributions  or  gifts  made 

•  R.  A.  1918.  Sec.  214(a)  (11).  •  Beg.  46,  Art.  2S1. 

126 

Digitized  by  VjOOQ IC 


CHARITABLE  CONTRIBUTIONS  fllft 

within  the  taxable  year  to  corporations  organized  and  oper- 
ated exclusively  for  religious,  charitable,  scientific,  or  educa- 
tional purposes,  or  for  the  prevention  of  cruelty  to  children 
or  animals,  no  part  of  the  net  earnings  of  which  inures  to 
the  benefit  of  any  private  stockholder  or  individual,  etc. 

'Section  234  relates  to  corporations,  and  allows  as  deduc- 
tions (1)  all  ordinary  and  necessary  expenses  paid  or  in- 
curred during  the  taxable  year  in  jcarrying  on  any  trade  or 
business,  including  a  reasonable  allowance  for  salaries  or 
other  compensation  for  personal  services  actually  rendered, 
and  including  rentals  or  other  payments  required  to  be 
made  as  a  condition  to  the  continued  use  or  possession  of 
property  to  which  the  corporation  has  not  taken  or  is  not 
taking  title,  or  in  which  it  has  no  equity;  (2)  all  interest 
paid  or  accrued  within  the  taxable  year  on  its  indebted- 
ness (with  certain  exceptions) ;  (8)  taxes  paid  or  accrued 
within  the  taxable  year,  etc.  (with  certain  exceptions) ; 
(4  et  seq.)  losses  sustained  of  a  certain  character,  bad 
debts,  allowances  for  exhaustion,  wear  and  tear,  etc. 

'The  question  is  presented  whether  corporations  are  en- 
titled to  deduct  from  their  gross  income  for  the  purpose 
of  the  income  tax  the  amount  of  contributions  to  religious, 
charitable,  scientific,  or  educational  corporations  or  associa- 
tions, this  question  arising  most  frequently  with  reference 
to  contributions  made  to  the  Red  Cross  and  other  war 
activities. 

'It  will  be  observed  that  there  is  no  express  deduction 
permitted  corporations  of  such  contributions,  as  in  the  case 
of  individuals,  and  unless,  therefore,  they  fall  within  the 
definition  of  some  item  of  deduction  allowed  to  corpora- 
tions they  cannot  be  allowed.  The  only  head  within  which 
it  might  be  suggested  that  such  contributions  could  be  in- 
cluded is  that  of  ordinary  and  necessary  expenses  paid  or 
incurred  in  carrying  on  any  trade  or  business,  including  rea- 
sonable salaries  or  other  compensation,  rentals,  and  pay- 
ments for  use  of  property  provided  for  in  paragraph  1. 
Practically  these  same  deductions  are  permitted  in  section 
214  in  the  case  of  individuals,  and  had  such  words  included 
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the  contributions  or  gifts  mentioned  in  paragraph  11  of  sec- 
tion 214,  it  would  have  been  unnecessary  to  put  in  such 
paragraph,  as  they  would  have  been  covered  by  paragraph 
1  of  such  section. 

"The  Attorney  General,  in  an  opinion  dated  May  19, 1919, 
states  the  view  that  ordinary  and  necessary  expenses  con- 
templated by  paragraph  1  of  sections  214  and  234  were  not 
intended  to  include  all  necessary  expenses,  because  the  two 
inmiediately  succeeding  paragraphs  provide  for  deducting 
interest  and  taxeg,  both  of  which  are  necessary  expenses; 
also  the  provision  in  regard  to  allowance  for  scJaries,  com- 
pensation, rentals,  etc.,  indicates  that  all  of  the  expenses, 
which  are  contemplated  under  the  terms  used  in  paragraph 
1  of  these  sections,  are  expenses  incurred  directly  in  the 
maintenance  and  operation  of  the  business,  and  not  all  those 
which  may  be  beneficial  and  even  necessary  in  the  broader 
sense. 

'In  addition  to  the  above  considerations  and  to  the  fact 
that  there  is  express  provision  for  deducting  contributions 
or  gifts  in  the  case  of  individuals,  which  is  wanting  in  the 
section  providing  for  deductions  to  be  made  by  corporati'ons, 
reference  to  the  legislative  history  of  the  Revenue  Act  of 
1918  (Congressional  Record  for  September  17,  1918),  shows 
that  an  amendment  providing  that  corporations  might  make 
deductions  of  contributions  or  gifts,  as  in  the  case  of  indi- 
viduals, came  to  a  vote  and  was  defeated,  the  principal  rea- 
son assigned  in  the  debate  being  that  it  would  be  dangerous 
to  authorize  directors  to  be  generous  with  the  money  of  their 
stockholders  even  for  such  laudable  purposes. 

"I  am  therefore  compelled  to  conclude  and  to  advise  that 
corporations  are  not  entitled  to  deduct  from  their  gross  in- 
come for  the  purposes  of  the  income  tax  the  amount  of 
contributions  made  to  religious,  charitable,  scientific,  or 
educational  corporations  or  associations,  even  though  such 
contributions  are  made  to  the  Red  Cross  or  other  war 
activities.'" 

7T.   D.  2847,   May  24,   1919. 
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Although  corporations  are  not  entitled  to  deduct  con- 
tributions  or  gifts  of  the  character  above  described,  they 
are,  however,  allowed  the  benefit  of  a  deduction  for  business 
expenses  which  merely  masquerade  in  the  guise  of  charity. 

"Donations  made  by  a  corporation  for  purposes  connected 
with  the  operation  of  its  business,  when  limited  to  charitable 
institutions,  hospitals  or  educational  institutions  conducted 
for  the  benefit  of  its  employees  or  their  dependents,  are  a 
proper  deduction  as  ordinary  and  necessary  expenses.  Dona- 
tions which  legitimately  represent  a  consideration  for  a 
benefit  flowing  directly  to  the  corporation  as  an  incident 
of  its  business  are  allowable  deductions  from  gross  income. 
For  example,  a  street  railway  corporation  may  donate  a 
sum  of  money  to  an  organization  intending  to  hold  a  con- 
vention in  the  city  in  which  it  operates,  with  the  reasonable 
expectation  that  the  holding  of  such  convention  will  augment 
its  income  through  a  greater  number  of  people  using  the 
cars.  Expenses  incurred  in  advertising  and  promoting  the 
sale  of  liberty  bonds  and  war  savings  stamps  over  the  cor- 
poration's name  are  deductible.  Sums  of  money  expended 
for  lobbying  purposes,  the  promotion  or  defeat  of  legislation, 
the  exploitation  of  propaganda,  including  advertising  other 
than  trade  advertising,  and  contributions  for  campaign  ex- 
penses, are  not  deductible  from  gross  income.'*' 

§116.  Dividends. — In  computing  the  net  income  of  cor- 
porations a  deduction  from  gross  income  is  allowed  of 
amounts  received  as  dividends  from  corporations  which  are 
liable'  to  the  income  tax  and  amounts  received  as  dividends 
from  personal  service  corporations  out  of  earnings  or  profits 
accumulated  before  January  1,  1918.*  The  effect  of  this 
provision  is  to  exempt  most  corporate  dividends  from  both 
the  income  tax  and  the  excess  profits  tax  in  the  hands  of  cor- 
poration stockholders.  In  the  case  of  individuals  corporate 
dividends  received  are  subject  to  the  surtax,  but  not  to  the 
normal  tax.    This  result  is  brought  about  by  allowing  a 

•  Reg.  45,  Art  662. 

•E.  A.  1918,  Sec.  2»4(a)(6).  Cf.  T.  D.  1606,  March  29,  1910;  T.  D.  1675, 
Feb.  14.  19U;  T.  D.  1742,  Dec.  15.  1911;  T.  D.  1*7.  June  9.  1918. 
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credit  against  net  income  for  the  purpose  of  the  normal 
tax  of  the  amount  of  corporate  dividends  received,  as  de- 
scribed in  §12. 

"In  general,  the  deductions  from  gross  income  allowed 
corporations  are  the  same  as  allowed  individuals,  except  that 
corporations  may  deduct  dividends  received  from  other 
corporations  subject  to  the  tax  and  may  not  deduct  chari- 
table contributions,  and  that  insurance  companies  are  per- 
mitted special  deductions.  See  section  214  of  the  statute. 
Particularly,  as  to  business  expenses  see  articles  101-111; 
as  to  interest  paid  see  articles  121  and  122;  as  to  taxes 
paid  see  articles  131-134;  as  to  losses  see  articles  141-145; 
as  to  bad  debts  see  articles  151-164;  as  to  depreciation  see 
articles  161-171;  as  to  amortization  see  articles  181-188; 
as  to  depletion  see  articles  201-233;  and  as  to  loss  in  in- 
ventory see  articles  261-268."* 

Because  for  ordinary  purposes  income  from  dividends 
received  by  corporations  would  be  offset  by  the  correspond- 
ing deduction,  no  provision  was  made  in  schedule  A  of  form 
1120  for  1918  for  including  such  dividends.  In  any  case 
where  an  exact  calculation  of  the  gross  income  of  a  cor- 
poration is  necessary,  the  amount  of  such  dividends  should 
be  added. 

1  Reg.  46,  Art  691. 
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Deduction  of  Interest  and  Taxes 

§121.  Intereetw— In  computing  net  income  a  deduction 
from  gross  income  is  allowed  of  all  interest  paid  or  accrued 
within  the  taxable  year  on  indebtedness.  This  is  subject  to 
the  exception  that  such  interest  is  not  deductible  as  is 
paid  or  accrued  on  indebtedness  incurred  or  continued  to 
purchase  or  carry  obligations  or  securities  the  interest  upon 
which  is  wholly  exempt  from  income  tax  as  income  to  the 
taxpayer.  The  exception  is  in  turn  subject  to  the  excep- 
tion that  interest  paid  or  accrued  on  indebtedness  incurred 
or  continued  to  purchase  or  carry  obligations  of  the  United 
States  issued  after  September  24, 1917,  is  deductible.^ 

Interest  paid  by  a  taxpayer  in  connection  with  the  con- 
struction of  a  manufacturing  plant  is  deductible  from  his 
gross  income,  even  though  such  payments  are  properly 
chargeable  to  capital  account  and  are  so  charged  by  the 
taxpayer  on  his  books,  provided  the  taxpayer  makes  or 
amends  his  returns  so  as  to  exclude  such  interest  from  his 
capital  account.  *    t 

'Interest  paid  or  accrued  within  the  year  on  indebtedness 
may  be  deducted  from  gross  income.  But  interest  on  in- 
debtedness incurred  or  continued  to  purchase  or  carry  securi- 
ties, such  as  municipal  bonds,  the  interest  upon  which  is 
exempt  from  tax,  is  not  deductible.  However,  this  exception 
does  not  apply  to  obligations  of  the  United  States  issued 
after  September  24, 1917,  which  include  the  liberty  bonds  of 
the  second  and  subsequent  issues,  and  interest  on  indebted- 
ness incurred  to  purchase  such  obligations  is  deductible  pur- 

^  R.  A.  1918.  Sees.  214(a)(2)  and  284j(a)(2).  Ct  R.  A.  1909,  Sec.  88  (Second); 
Ifiddleaex  Banking  Co.  t.  Baton,  221  Fed.  86.  288  Fed.  87  m.  A.  1909) ;  Ander- 
son T.  Forty-Two  Broadway,  239  U.  S.  69  (B.  A.  1909);  Beaton  Terminal  Co. 
T.  GUI.  246  Fed.  664  (R.  A.  1909) :  Altbelmer  ft  Rawlinga  Inyeatment  Co.  t. 
Allen,  !t48  Fed.  688.  248  U.  S.  078  (R.  A.  1909) ;  Aaao.  Pipe  Lines  Co.  t.  United 
States.  268  Fed.  800  (R.  A.  1909) :  United  States  t.  N.  Y.,  N.  H.  ft  H.  B.  B.  Co., 
T.  D.  2896  (B.  A.  1900) ;  United  States  t.  Boston  ft  Maine  B.  B.,  U.  a  D.  C,  Dist. 
of  Mass.,  1919  (B.  A.  1909).  Of.  T.  D.  1606,  March  29,  1910;  T.  D.  1676,  Feb.  14» 
mi;  T.  D.  17^,  Dec  16,  1911;  T.  D.  1960,  March  18,  1914;  T.  D.  19M.  Jnne  5, 
1W4;  T.  D.  2641,  Oct  2D,  1917;  T.  D.  2625.  Dec  17,  lil7. 
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suant  to  the  general  rule.  See  articles  77-80.  Interest  paid 
by  the  taxpayer  on  a  mortgage  upon  real  estate  of  which 
he  is  the  legal  or  equitable  owner,  even  though  the  tax- 
payer is  not  directly  liable  upon  the  bond  or  note  secured  by 
such  mortgage,  may  be  deducted  as  interest  on  his  indebt- 
edness. Payments  made  for  Maryland  or  Pennsylvania 
ground  rents  are  not  deductible  as  interest.'*" 

A  taxpayer  whose  net  income  subjects  him  to  taxation  at 
high  rates  may  legitimately  save  money  by  borrowing  to 
buy  3%  per  cent  victory  notes.  This,  of  course,  is  not  pos- 
sible with  3V^  per  cent  bonds  of  the  first  liberty  loan,  which 
are  also  fully  exempt  from  tax. 

''Interest  calculated  as  being  a  charge  against  income  on 
account  of  capital  or  surplus  invested  in  the  business,  but 
which  does  not  represent  a  payment  on  an  interest-bearing 
obligation,  is  not  an  allowable  deduction  from  gross  income; 
that  is  to  say,  the  interest  which  the  money  might  earn  if 
otherwise  invested  is  not  a  deductible  charge  against  in- 
come."* 

''Interest  paid  by  a  corporation  on  scrip  dividends  is  an 
allowable  deduction.  So-called  interest  on  preferred  stock, 
which  is  in  reality  a  dividend  thereon,  can  not  be  deducted 
in  arriving  at  net  income.  In  the  case  of  banks  and  loan  or 
trust  companies  interest  paid  within  the  year  on  deposits 
or  on  moneys  received  for  investment  and  secured  by  inter- 
est-bearing certificates  of  indebtedness  issued  by  such  bank 
or  loan  or  trust  company  may  be  deducted  from  gross  in- 
Come."* 

Under  former  statutes  the  amount  of  interest  paid  which 
a  corporation  might  deduct  from  gross  income  was  limited, 
but  no  such  limitation  now  exists.' 

§122.  Taxes. — ^In  computing  net  income  a  deduction  from 
gross  income  is  allowed  of  all  taxes  paid  or  accrued  within 
the  taxable  year  imposed  (1)  by  the  authority  of  the  United 

>  neg.  45.  Art.  121.     Cf.  T.  D.  2787,  Jan.  81,  1919  (B.  A.  1909   (B.  A.  1913). 
•Beg.  46,  Art.  122.     Cf.  T.  D.  2613,  Dec.  20,  1917. 

*  Reg,  45.  Art.  664. 

•  See  T.  b.  288Q,  July  8,  1919  (B.  A.  1909) ;  T.  D.  2896,  July  21,  1919  (B.  A. 
1900). 
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States,  except  income,  war  profits  and  excess  profits  taxes, 
or  (2)  by  the  authority  of  any  of  its  possessions  or  of  any 
foreign  country,  except  the  amount  of  any  income,  war 
profits  and  excess  profits  taxes  allowed  as  a  credit  pursuant 
to  §41,  or  (3)  by  the  authority  of  any  State  or  Territory,  or 
any  county,  school  district,  municipality  or  other  taxing 
subdivision  of  any  State  or  Territory,  not  including  those 
assessed  against  local  benefits  of  a  kind  tending  to  increase 
the  value  of  the  property  assessed/  In  the  case  of  cor- 
porations issuing  obligations  containing  a  tax-free  covenant 
as  described  in  chapter  22,  no  deduction  from  gross  income 
is  allowed  for  the  payment  of  the  income  tax  or  any  other 
federal  tax  paid  pursuant  to  such  tax-free  covenant. 

''Federal  taxes  (except  income,  war  profits  and  excess 
profits  taxes).  State  and  local  taxes  (except  taxes  assessed 
against  local  benefits  of  a  kind  tending  to  increase  the  value 
of  the  property  assessed),  and  taxes  imposed  by  possessions 
of  the  United  States  or  by  foreign  countries  (except  the 
amount  of  income,  war  profits  and  excess  profits  taxes 
allowed  as  a  credit  against  the  tax),  are  deductible  from 
gross  income.  See  section  222  of  the  statute  and  articles 
381-384  as  to  tax  credits.  Postage  is  not  a  tax.  Amounts 
paid  to  States  under  secured  debts  laws  in  order  to  render 
securities  tax  exempt  are  deductible.  Automobile  license 
fees  are  ordinarily  taxes.^ 

"Import  or  tariff  duties  paid  to  the  proper  customs  offi- 
cers, and  business,  license,  privilege,  excise  and  stamp  taxes 
paid  to  internal  revenue  collectors,  are  deductible  as  taxes 
imposed  by  the  authority  of  the  United  States,  provided 
they  are  not  added  to  and  made  a  part  of  the  expenses  of 
the  business  or  the  cost  of  articles  of  merchandise  with 
respect  to  which  they  are  paid,  in  which  case  they  can  not 
be  separately  deducted."* 

The  deductible  taxes  include  the  taxes  on  railroad  tickets, 
theatre  tickets,  soda  water  and  toilet  articles,  but  the  in- 
convenience of  keeping  a  record  of  such  taxes  paid  is  prob- 


•B.  A.  1918.  Sees.  214U)(8)  and  2S4(a)(8). 
T  Reg.  45,  Art.  Ua. 
•  Beg.  tf  .  Art  132. 
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ably  sufficient  to  deter  most  people  from  taking  advantage 
of  the  right  to  deduct  them.  The  tax  of  ten  per  cent  on 
the  undistributed  net  income  of  corporations  imposed  by 
the  Revenue  Act  of  1916  as  amended  is  considered  an  in- 
come tax  and  is  not  deductible. 

''So-called  taxes,  more  properly  assessments,  paid  for  local 
benefits,  such  as  street,  sidewidk  and  other  like  improve- 
ments, imposed  because  of  and  measured  by  some  benefit 
inuring  directly  to  the  property  against  which  the  assess- 
ment is  levied,  do  not  constitute  an  allowable  deduction  from 
gross  income.  A  tax  is  considered  assessed  against  local 
benefits  when  the  property  subject  to  the  tax  is  limited  to 
the  property  benefited.  Special  assessments  are  not  deduct- 
ible, even  though  an  incidental  benefit  may  inure  to  the 
public  welfare.  The  taxes  deductible  are  those  levied  for  the 
general  public  welfare  by  the  proper  taxing  authorities  at  a 
like  rate  against  all  property  in  the  territory  over  which 
such  authorities  have  jurisdiction.  Assessments  under  the 
statutes  of  California  relating  to  irrigation  and  of  Iowa  re- 
lating to  drainage,  and  under  certain  statutes  of  Tennessee 
relating  to  levees,  are  limited  to  property  benefited,  and 
when  it  is  clear  that  the  assessments  are  so  limited,  the 
amounts  paid  thereunder  are  not  deductible  as  taxes.  When 
assessments  are  made  for  the  purpose  of  maintenance  or 
repair  of  local  benefits,  the  taxpayer  may  deduct  the  assess- 
ments paid  as  an  expense  incurred  in  business,  if  the  pay- 
ment of  such  assessments  is  necessary  to  the  conduct  of  his 
business.  When  the  assessments  are  made  for  the  purpose 
of  constructing  local  benefits,  the  payments  by  the  taxpayer 
are  in  the  nature  of  capital  expenditures  and  are  not  de- 
ductible. Where  assessments  are  made  for  the  purpose  of 
both  construction  and  maintenance  or  repairs,  the  burden  is 
on  the  taxpayer  to  show  the  allocation  of  the  amounts 
assessed  to  the  different  purposes.  If  the  allocation  can  not 
be  made,  none  of  the  amounts  so  paid  is  deductible.''* 

•  Regr.  46,  Art  188,  as  amended  by  T.  D.  2037,  Oct  16,  1919.  The  principal 
change  conaiated  In  omitting  the  following  aentence  in  the  original  article: 
''Aaaeeementa  under  Illinoia  lawa  relating  to  drainage  diatricta  are  not  limited  to 
the  property  benefited,  and  aaseaamenta  ao  paid  are  deductible.'* 
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§123.  Taxes  paid  for  other&^-''State  inheritance  taxes  paid 
by  the  executor  or  administrator  of  an  estate  of  a  deceased 
person,  which  are  provided  by  law  to  be  deducted  from  the 
respective  legracies  or  distributive  shares,  are  not  allowable 
deductions  in  computing  the  net  income-  of  such  estate  sub- 
ject to  tax,  even  though  the  will  contains  a  direction  to  pay 
inheritance  taxes  out  of  the  residue.  An  inheritance  tax  is 
upon  the  transfer  of  the  property  and  not  upon  the  estate 
of  the  decedent  or  upon  the  executor  or  administrator,  al- 
though the  latter  is  required  to  pay  it.  In  general,  taxes 
paid  or  accrued  within  the  year  imposed  by  the  authority  of 
any  State,  or  otherwise,  are  Umited  to  those  imposed  upon 
the  taxpayer  and  do  not  include  taxes  paid  by  him  on  be- 
half of  another,  even  though  he  is  required  by  law  to  make 
such  payment.  See  articles  666  and  666.  Since,  moreover, 
the  tax  is  imposed  upon  the  transfer  before  the  property 
reaches  the  legatee  or  distributee,  and  merely  diminishes 
the  capital  share  of  the  estate  received  by  him,  such  tax  is 
not  imposed  upon  the  legatee  or  distributee  and  is  not  an 
allowable  deduction  from  his  income.  Similarly,  federal 
estate  taxes  are  not  deductible.''^ 

''Corporations  may  deduct  taxes  from  gross  income  to  the 
same  extent  as  individuals,  except  that  in  the  case  of  cor- 
porate bonds  or  obligations  containing  a  tax-free  covenant 
clause,  the  corporation  paying  a  federal  tax,  or  any  part  of 
it,  for  some  one  else  pursuant  to  its  agreement  is  not  entitled 
to  deduct  such  pasrment  from  gross  income  on  any  ground. 
In  the  case,  however,  of  corporate  bonds  or  obligations  con- 
taining an  appropriate  tax-free  covenant  clause,  the  cor- 
poration paying  a  State  tax  or  any  other  than  a  federal  tax 
for  some  one  else  pursuant  to  its  agreement  may  deduct 
such  pajrment  as  interest  paid  on  indebtedness.'" 

''Banks  paying  taxes  assessed  against  their  stockholders 
on  account  of  their  ownership  of  the  shares  of  stock  issued 
by  such  banks  can  not  deduct  the  amount  of  taxes  so  paid. 
The  shares  of  stock  being  the  property  of  the  stockholders, 

1  Beg.  45.  Art  134.    See  Prentlsa  t.  Bianer,  T.  D.  2988.  Oct.  9,  1919  (R.  A. 
1918). 
•  Reg.  46.  Art.  66S. 
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to  the  extent  that  the  taxes  assessed  on  the  value  of  the 
shares  of  stock  are  property  taxes  the  holders  are  primarily 
liable  for  their  pajrment.  As  federal  statutes  prohibit  States 
from  imposing  any  tax  upon  national  banks  except  upon  the 
value  of  their  real  estate,  in  cases  where  States  levy  a  tax 
on  the  stock  of  such  banks  and  make  it  the  duty  of  the  banks 
to  pay  such  tax  for  the  stockholders  it  is  clear  that  such 
payments  are  not  deductible  from  the  gross  income  of  such 
banks.  This  rule  applies  also  in  the  case  of  corporations 
other  than  banks,  upon  the  value  of  whose  stock  taxes  are 
assessed  to  the  stockholders.  Such  payments  by  banks  or 
other  corporations  are  regarded  as  in  the  nature  of  addi- 
tional dividends  and  must  be  included  by  the  stockholder  in 
his  dividends  received,  if  he  deducts  the  taxes  paid  on  his 
behalf.    See  articles  565  and  134.''* 

''Banking  corporations,  which  pursuant  to  the  laws  of  the 
States  in  which  they  are  doing  business  are  required  to  set 
apart,  keep  and  maintain  in  their  banks  the  amount  levied 
and  assessed  against  them  by  the  State  authorities  as  a 
'Depositors'  guarantee  fund,'  may  deduct  from  their  gross 
income  the  amount  so  set  apart  each  year  to  this  fund,  pro- 
vided that  such  fund,  when  set  aside  and  carried  to  the 
credit  of  the  State  banking  board  ox  duly  authorized  State 
officer,  ceases  to  be  an  asset  of  the  bank  and  may  be  with- 
drawn in  whole  or  in  part  upon  demand  by  such  board  or 
State  officer  to  meet  the  needs  of  these  officers  in  reim- 
bursing depositors  in  insolvent  banks,  and  provided  further 
that  no  portion  of  the  amount  thus  set  aside  and  credited  is 
returnable  under  the  laws  of  the  State  to  the  assets  of  the 
banking  corporation.  If,  however,  such  amount  is  simply 
set  up  on  the  books  of  the  bank  as  a  reserve  to  meet  a 
contingent  liability  and  remains  an  asset  of  the  bank,  it  will 
not  be  deductible  except  as  it  is  actually  paid  out  as  required 
by  law  and  upon  demand  of  the  proper  State  officers."^ 

•  Reg.  457  Art  666.  See  United  State*  ▼.  Aetna  Life  Insurance  Co.,  200  Fed. 
883,  T.  D.  2927.  Sept.  80,  1919  (R.  A  1009) ;  Bliot  Nat.  Bank  t.  GUI '  210  Fed. 
933,  218  Fed.  601  (R.  A  1909) ;  Nat  Bank  of  Conn.  ▼.  AUen,  211  Fed.  743,  223 
Fed.  472  (R.  A.  1M9);  Northern  Trust  Co.  t.  McCoacb,  216  Fed.  991  (R.  A. 
1909) ;  United  States  t.  Guaranty  Trust  A  Sarinffs  Bank.  268  Fed.  291  (R.  A. 
19095.    Cf.  T.  D.  1768,  March  22.  1912;  T.  D.  1771;  Apr,  80.  Ufl2. 

*Reg.   46.   Art   66*. 
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CHAPTER   13 

Deduction  of  Losses 

§131.  Losses  in  generaL — ^In  computing  net  income  there 
are  allowed  as  deductions  from  gross  income  losses  sustained 
during  the  taxable  year  and  not  compensated  for  by  insur- 
ance or  otherwise,  if  incurred  in  trade  or  business,  or  if  in- 
curred in  any  transaction  entered  into  for  profit,  though  not 
connected  with  the  trade  or  business,  or  if  arising  from 
fires,  storms,  shipwreck  or  other  casualty,  or  from  theft/ 
The  foregoing  refers  to  individuals.  In  the  case  of  cor- 
porations, presumably  because  they  have  no  private  life 
apart  from  their  business,  all  losses  sustained  during  the 
taxable  year  and  not  compensated  for  by  insurance  or  other- 
wise are  deductible  from  gross  income.* 

^'Losses  sustained  during  the  taxable  year  and  not  com- 
pensated for  by  insurance  or  otherwise  are  fully  deduct- 
ible (except  by  nonresident  aliens)  if  (a)  incurred  in  the 
taxpayer's  trade  or  business,  or  (h)  incurred  in  any  trans- 
action entered  into  for  profit,  or  (c)  arising  from  fires, 
storms,  shipwreck  or  other  casualty,  or  from  theft.  They 
must  usually  be  evidenced  by  closed  and  completed  trans- 
actions. In  the  case  of  the  sale  of  assets  the  loss  will  be  the 
difference  between  the  cost  thereof,  less  depreciation  sus- 
tained since  acquisition,  or  the  fair  market  value  as  of 
March  1, 1913,  if  acquired  before  that  date,  less  depreciation 
since  sustained,  and  the  price  at  which  they  were  disposed 
of.  See  section  202  of  the  statute  and  articles  39-46  and 
1661.  When  the  loss  is  claimed  through  the  destruction 
of  property  by  fire,  flood  or  other  casualty,  the  amount  de- 
ductible will  be  the  difference  between  the  cost  of  the  prop- 
erty or  its  fair  market  value  as  of  March  1,  1913,  and  the 
salvage  value  thereof,  after  deducting  from  the  cost  or 

»  R.  A.  1918.  Sec.  a4(a)  (4)  (5)  (6).    Cf.  Bryce  t.  Keith,  2W  Fed.  18S.    Ct  T.  D. 
1969.  June  2, 1914;  T.  D.  2006,  July  8,  1914;  T.  D.  2291,  Jan.  20, 1916. 
•  k,  A.  1^  See.  2M(a)(4). 
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value  as  of  March  1,  1913,  the  amount,  if  any,  which  has 
been  or  should  have  been  set  aside  and  deducted  in  the  cur- 
rent year  and  previous  years  from  gross  income  on  account 
of  depreciation  and  which  has  not  been  paid  out  in  making 
good  the  depreciation  sustained.  But  the  loss  should  be  re- 
duced by  the  amount  of  any  insurance  or  other  compensa- 
tion received.  See  articles  49  and  50.  A  loss  in  the  sale  of 
an  individual's  residence  is  not  deductible.  Losses  in  illegal 
transactions  are  not  deductible.''* 

Whether  or  not  a  transaction  in  which  a  loss  occurs  was 
entered  into  for  prolfit  is  often  a  question  of  intention.  A 
loss  in  the  sale  of  a  private  residence  may  be  deductible, 
if  in  fact  the  residence  was  constructed  or  purchased  with 
the  idea  of  making  a  profit  on  a  subsequent  sale.  On  the 
other  hand,  the  sale  or  subletting  of  one's  residence  because, 
for  example,  of  the  necessity  of  locating  in  another  city  is 
not  usually  the  closing  of  a  transaction  which  was  originally 
entered  into  for  profit. 

It  makes  no  difference  whether  the  property  was  origi- 
nally acquired  for  the  purpose  of  deriving  an  income  from 
its  use  or  for  the  purpose  of  resale  at  a  profit. 

If  a  taxpayer  sells  securities  or  other  property  at  a  loss, 
he  is  entitled  to  a  deduction  from  gross  income,  even  though 
he  later  repurchases  securities  or  property  of  the  same  kind 
and  amount.  This,  of  course,  assumes  that  there  has  been 
an  absolute  sale  and  that  the  taxpayer  takes  his  chance  for 
an  appreciable  period  of  time  of  being  able  to  purchase  simi- 
lar securities  or  property.  If  a  selling  order  and  a  buying 
order  were  given  simultaneously,  the  Internal  Revenue 
Bureau  would  probably  attempt  to  treat  the  transaction  as 
merely  colorable  and  as  resulting  in  no  deductible  loss. 

Chapters  7  and  ?  deal  with  the  determination  of  loss  as 
well  as  of  gain  on  sales  and  exchanges. 

''When  through  some  change  in  business  conditions  the 
usefulness  in  the  business  of  some  or  all  of  the  capital  assets 
is  suddenly  terminated,  so  that  the  taxpayer  discontinues 
the  business  or  discards  such  assets  permanently  from  use 

•  Beg.  45,  Art  141. 
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in  the  business,  he  may  daim  as  a  loss  for  the  year  in  which 
he  takes  such  action  the  difference  between  the  cost  or  the 
fair  maricet  value  as  of  March  1,  1913,  of  any  asset  so  dis- 
carded (less  any  depreciation  allowances)  and  its  salvage 
value  remaining.  This  exception  to  the  rule  requiring  a 
sale  or  other  disposition  of  property  in  order  to  establish 
a  loss  requires  proof  of  some  unforeseen  cause  by  reason  of 
which  the  property  must  be  prematurely  discarded,  as,  for 
example,  where  machinery  or  other  property  must  be  re- 
placed by  a  new  invention,  or  where  an  increase  in  the  cost 
of  or  other  change  in  the  manufacture  of  any  product  makes 
it  necessary  to  abandon  such  manufacture,  to  which  special 
machinery  is  exclusively  devoted,  or  where  new  legislation 
directly  or  indirectly  makes  the  continued  profitable  use  of 
the  property  impossible.  This  exception  does  not  extend 
to  a  case  where  the  useful  life  of  property  terminates  solely 
as  a  result  of  those  gradual  processes  for  which  deprecia- 
tion allowances  are  authorized.  It  does  not  apply  to  in- 
ventories or  to  other  than  capital  assets.  The  exception 
applies  to  buildings  only  when  they  are  permanently  aban- 
doned or  permanently  devoted  to  a  radically  different  use, 
and  to  machinery  only  when  its  use  as  such  is  permanently 
abandoned.  Any  loss  to  be  deductible  under  this  excep- 
tion must  be  charged  off  on  the  books  and  fully  explained 
in  returns  of  income.    But  see  articles  181-188.''* 

''Loss  due  to  the  voluntary  removal  or  demolition  of  old 
buildings,  the  scrapping  of  old  machinery,  equipment,  etc., 
incident  to  renewals  and  replacements  will  be  deductible  from 
gross  income  in  a  sum  representing  the  difference  between 
the  cost  of  such  property  demolished  or  scrapped  and  the 
amount  of  a  reasonable  allowance  for  the  depreciation  which 
the  property  had  undergone  prior  to  its  demolition  or  scrap- 
ping; that  is  to  say,  the  deductible  loss  is  only  so  much  of 
the  original  cost  of  the  property,  less  salvage,  as  would  have 
remained  unextinguished  had  a  reasonable  allowance  been 
charged  off  for  depreciation  during  each  year  prior  to  its 
destruction.    When  a  taxpayer  buys  real  estate  upon  which 

«  Seff .  46»  Art  148. 
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is  located  a  building  which  he  proceeds  to  raze  with  a  view 
to  erecting  thereon  another  building,  it  will  be  considered 
that  the  taxpayer  has  sustained  no  deductible  loss  by  reason 
of  the  demolition  of  the  old  building,  and  no  deductible 
expense  on  account  of  the  cost  of  such  removal,  the  value  of 
the  real  estate,  exclusive  of  old  improvements,  being  pre- 
sumably equal  to  the  purchase  price  of  the  land  and  build- 
ings plus  the  cost  of  removing  the  useless  building/'' 

''A  person  possessing  securities,  such  as  stocks  and  bonds, 
can  not  deduct  from  gross  income  any  amount  claimed  as  a 
loss  on  account  of  the  shrinkage  in  value  of  such  securities 
through  fluctuation  of  the  market  or  otherwise/  The  loss 
allowable  in  such  cases  is  that  actually  suffered  when  the 
securities  mature  or  are  disposed  of.  See,  however,  article 
154.  In  the  case  of  banks  or  other  corporations  which  are 
subject  to  supervision  by  State  or  federal  authorities,  and 
which  in  obedience  to  the  orders  of  such  supervisory  ofl^ 
cers  charge  off  as  losses  amounts  representing  an  alleged 
shrinkage  in  the  value  of  property,  the  amounts  so  charged 
off  do  not  constitute  allowable  deductions.  The  foregoing 
applies  only  to  owners  or  investors,  and  not  to  dealers  in 
securities,  as  to  whom  see  article  1586.  However,  if  stock 
of  a  corporation  becomes  worthless,  its  cost  or  its  fair 
market  value  as  of  March  1, 1913,  if  acquired  prior  thereto, 
may  be  deducted  by  the  owner  in  the  taxable  year  in  which 
the  stock  was  ascertained  to  be  worthless  and  charged  off, 
provided  a  satisfactory  showing  of  its  worthlessness  be 
made  as  in  the  case  of  bad  debts.    See  article  151."' 

'^A  corporation  sustains  no  deductible  loss  from  the  sale  of 
its  capital  stock.  See  article  642.  If  it  sells  its  bonds  at  a 
discount,  the  amount  of  such  discount  is  treated  as  interest 
paid,  and  if  it  retires  its  bonds  at  a  price  in  excess  of  the 
issuing  price,  such  excess  may  usually  be  deducted  as  ex- 
pense. See  articles  544  and  848.  If  the  corporation  sells  its 
capital  assets  for  less  than  their  cost  or  fair  market  value  as 

•  Reg.  45.  Art  142. 

•  See  N.  Y.  Life  Ids.  Co.  t.  Anderson,  267  Fed.  676  B.  A.  1909).  But  Cf.  T.  D. 
1706,  June  9,  1911. 

T  Beff.  46.  Art  144w  See  T.  D.  2882,  July  8,  1919  (B.  A.  1909).  Ct  T.  D. 
1606.  March  29,  1910;  T.  D.  2006,  July  8,  1914;  T.  D.  2180,  Jan.  18,  1916. 
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of  March  1, 1913,  the  loss  sustained  is  deductible.  See  article 

§132.  Bad  debtsw— In  computing  net  income  there  are  al- 
lowed as  deductions  from  gross  income  debts  ascertained  to 
be  worthless  and  charged  oflf  within  the  taxable  year.* 

"An  account  merely  written  down  or  a  debt  recognized  as 
worthless  prior  to  the  beginning  of  the  taxable  year  is 
not  deductible.  Where  all  the  surrounding  and  attendant 
circumstances  indicate  that  a  debt  is  worthless  and  uncol- 
lectible and  that  legal  action  to  enforce  payment  would  in 
all  probability  not  result  in  the  satisfaction  of  execution  on 
a  judgment,  a  showing  of  these  facts  will  be  sufficient  evi- 
dence of  the  worthlessness  of  the  debt  for  the  purpose  of 
deduction.  Bankruptcy  may  or  may  not  be  an  indication 
of  the  worthlessness  of  a  debt,  and  actual  determination  of 
worthlessness  in  such  a  case  is  sometimes  possible  before 
and  at  other  times  only  when  a  settlement  in  bankruptcy 
shall  have  been  had.  Where  a  taxpayer  ascertained  a  debt 
to  be  worthless  and  charged  it  off  in  one  year,  the  mere  fact 
that  bankruptcy  proceedings  instituted  against  the  debtor 
are  terminated  in  a  later  year  confirming  the  conclusion 
that  the  debt  is  worthless  will  not  authorize  shifting  the 
deduction  to  such  later  year.  In  the  case  of  debts  existing 
prior  to  March  1, 1913,  only  their  value  on  that  day  may  be 
deducted  upon  subsequently  ascertaining  them  to  be  worth- 
less. See  article  52.  If  a  taxpayer  computes  his  income  on 
the  basis  of  valuing  his  notes  or  accounts  receivable  at  their 
fair  market  value  when  received,  which  may  be  less  than 
their  face  value,  the  amount  deductible  for  bad  debts  in 
any  case  is  limited  to  such  original  valuation.''^ 

'Worthless  debts  arising  from  unpaid  wages,  salaries, 
rents  and  similar  items  of  taxable  income  will  not  be 
allowed  as  a  deduction  unless  the  income  such  items  rep- 
resent has  been  included  in  the  return  of  income  for  the 

•  Reg.  45,  Art.  663.  See  Southern  Pacific  R.  R.  Co.  t.  Maenter.  T.  D.  2944^ 
Not.  8,  im  (B.  A.  1909) ;  Baldwin  Locomotlye  Wka.  ▼.  McCoach.  215  Fed.  967, 
221  Fed.  09  (R.  A.  1909) :  Chicago  A  Alton  R.  R.  Co.  y.  United  States,  63  Ct.  CL 
11  (B.  A.  1909).    Cf.  T.  b.  2161.  Feb.  19.  1915. 

•B.  A.  1918,  Secfl.  214(a)(7)  and  234(a)(6).    Cf.  T.  D.  1688,  Jan.  24,  19ia 

1  Reg.  45.  Art  101. 
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year  in  which  the  deduction  as  a  bad  debt  is  sought  to  be 
made  or  in  a  previous  year.  Only  the  difference  between  the 
amount  received  in  distribution  of  the  assets  of  a  bankrupt 
and  the  amount  of  the  claim  may  be  deducted  as  a  bad  debt. 
The  difference  between  the  amount  received  by  a  creditor 
of  a  decedent  in  distribution  of  the  assets  of  a  decedent's 
estate  and  the  amount  of  his  claim  may  be  considered  a 
worthless  debt.  A  purchaser  of  accounts  receivable  which 
can  not  be  collected  and  are  consequently  charged  off  the 
books  as  bad  debts  is  entitled  to  deduct  them,  the  amount 
of  deduction  to  be  based  upon  the  price  he  paid  for  them  and 
not  upon  their  face  value."* 

Where  a  claim  belonging  to  a  taxpayer  is  compromised, 
the  difference  between  the  face  of  the  claim  or  its  fair 
market  value  as  of  March  1,  1913,  and  the  amount  of  the 
settlement  should  be  deductible  as  a  loss  or  bad  debt. 

'*Where  under  foreclosure  a  mortgagee  buys  in  the  mort- 
gaged property  and  credits  the  indebtedness  with  the  pur- 
chase price,  the  difference  between  the  purchase  price  and 
the  indebtedness  will  not  be  allowable  as  a  deduction  for  a 
bad  debt,  for  the  property  which  was  security  for  the  debt 
stands  in  the  place  of  the  debt.  The  determination  of  loss 
in  such  a  situation  is  deferred  until  the  property  is  disposed 
of,  except  where  a  purchase  money  mortgage  is  foreclosed 
by  the  vendor  of  the  property.  See  article  46.  Only  where 
a  purchaser  for  less  than  the  debt  is  another  than  the  mort- 
gagee may  the  difference  between  the  debt  and  the  net 
proceeds  from  the  sale  be  deducted  as  a  bad  debt."' 

**Where  bonds  purchased  before  March  1, 1913,  depreciated 
in  value  between  the  date  of  purchase  and  that  date,  and 
were  in  a  later  year  ascertained  to  be  worthless  and  charged 
off,  the  owner  is  entitled  to  a  deduction  in  that  year  equal  to 
the  value  of  the  bonds  on  March  1, 1913.  Bonds  purchased 
since  February  28,  1913,  when  ascertained  to  be  worthless, 
may  be  treated  as  bad  debts  to  the  amount  actually  paid 
for  them,  but  not  exceeding  their  amortized  value  if  pur- 


•  Reg.  46,  Art.  162.    Cf.  T.  D.  2201.  Apr.  28.  1016;  T.  D.  2224,  Jalv  13,  1016. 

•  Reff.  46.  Art  168.     Cf.  Conn.  Mut   Life  Int.  Co.  t.  Baton.  218  Fed.  206 
(R.  A.  1000). 
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chased  at  a  premium.  Bonds  of  an  insolvent  corporation 
secured  only  by  a  mortgage  from  which  on  foreclosure  noth- 
ing is  realized  for  the  bondholders  are  regarded  as  ascer- 
tained to  be  worthless  not  later  than  the  year  of  the  fore- 
closure sale,  and  no  deduction  for  a  bad  debt  is  allowable  in 
computing  a  bondholder's  income  for  a  subsequent  year. 
To  authorize  a  deduction  for  a  bad  debt  on  account  of  notes 
held  prior  to  March  1, 1913,  their  value  on  that  date  must  be 
established''' 

It  has  been  urged  that  where  a  taxpayer,  as  a  matter  of 
established  business  practice,  sets  up  annually  a  reasonable 
reserve  for  bad  debts,  based  upon  experience,  such  reserve 
may  be  claimed  as  a  deduction;  but  in  such  case  debts 
actually  written  off  on  the  books  of  the  taxpayer  must  be 
charged  against  the  reserve  and  not  claimed  as  a  deduction 
from  gross  income.  However  desirable  this  may  be  and  in 
accord  with  good  accounting  practice,  it  scarcely  seems  justi- 
fied by  the  language  of  the  statute.  As  a  variation  of  the 
above  suggestion  it  has  been  proposed  that  where  a  tax- 
payer charges  off  annually  for  bad  debts  an  amount  based 
upon  the  experience  of  the  business  and  computed  in  accord- 
ance with  estiblished  trade  practice,  such  an  amount  if  rea- 
sonable may  be  deducted  in  computing  net  income.  This 
seems  open  to  the  same  objection  as  the  former  suggestion. 

§183.  Losses  in  inventory  and  from  rebates. — ^At  the  time 
of  filing  his  return  for  the  taxable  year  1918  a  taxpayer 
was  entitled  to  file  a  claim  in  abatement  based  on  the  fact 
that  he  had  sustained  a  substantial  loss  (whether  or  not 
actually  realized  by  sale  or  other  disposition)  resulting 
from  any  material  reduction  (not  due  to  temporary  fluc- 
tuation) of  the  value  of  the  inventory  for  such  taxable  year, 
or  from  the  actual  payment  after  the  close  of  such  taxable 
year  of  rebates  in  pursuance  of  contracts  entered  into  dur- 
ing such  year  upon  sales  made  during  such  year.  In  such 
case  payment  of  the  amount  of  the  tax  covered  by  such 
claim  is  not  required  until  the  claim  is  decided,  but  the  tax- 

«  Reg.  45.  Art  IM. 
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payer  was  required  to  accompany  his  claim  with  a  bond  in 
double  the  amount  of  the  tax  covered  by  the  claim,  with 
sureties  satisfactory  to  the  Commissioner,  conditioned  for 
the  pajnnent  of  any  part  of  such  tax  found  to  be  due,  with 
interest.  If  any  part  of  such  claim  is  disallowed,  then  the 
remainder  of  the  tax  due  is  on  notice  and  demand  by  the 
collector  to  be  paid  by  the  taxpayer  with  interest  at  the 
rate  of  1  per  cent  per  month  from  the  time  the  tax  would 
have  been  due  had  no  such  claim  been  filed.  If  it  is  shown 
to  the  satisfaction  of  the  Commissioner  that  such  substantial 
loss  has  been  sustained,  then  in  computing  the  income  and 
war  profits  and  excess  profits  taxes  the  amount  of  such  loss 
shall  be  deducted  from  the  net  income. 

If  no  such  claim  was  filed,  but  if  it  is  shown  to  the  satisfac- 
tion of  the  Commissioner  that  during  the  taxable  year  1913 
the  taxpayer  has  sustained  a  substantial  loss  of  the  character 
above  described,  then  the  amount  of  such  loss  shall  be  de- 
ducted from  the  net  income  for  the  taxable  year  1918  and 
the  income  and  war  profits  and  excess  profits  taxes  shall  be 
redetermined  accordingly.  Any  amount  found  to  be  due  to 
the  taxpayer  upon  the  basis  of  such  redetermination  shall 
be  credited  or  refunded  to  him  in  accordance  with  the  pro- 
visions of  chapter  28.' 

'Taxpayers  are  allowed  deductions  from  net  income  for 
the  taxable  year  1918  for  losses  resulting  (a)  from  material 
reductions  after  the  close  of  the  taxable  year  1918  of  the 
values  of  inventories  for  such  taxable  year,  and  (h)  from 
actual  payments  after  the  close  of  the  taxable  year  1918  of 
rebates  in  pursuance  of  contracts  entered  into  during  such 
year  upon  sales  made  during  such  year.  The  taxable  year 
of  the  taxpayer,  whether  calendar  or  fiscal,  is  meant  in 
every  case.  Such  deductions  may  be  secured  by  two  meth- 
ods, either  by  a  claim  in  abatement  or  by  a  claim  for  re- 
fund, and  must  not  be  entered  upon  the  regular  return.'*' 

"Where  after  the  close  of  the  taxable  year  1918  rebates 
have  been  bona  fide  paid  in  pursuance  of  contracts  entered 
into  during  such  year  upon  sales  made  during  such  year, 

BR.  A.  1918,  Sees.  214(a) (12)  and  2M(a)(14). 
•  Beg.  45,  Art  261. 
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the  net  income  for  that  year  may  be  reduced  by  the  reduc- 
tion of  the  amount  of  such  rebates  actually  paid.  No  such 
deduction  will  be  allowed  unless  the  profits  from  such  sales 
have  been  included  in  the  income  for  the  taxable  year 
1918/" 

As  indicated  in  chapter  6,  receipts  representing  returnable 
rebates  should  probably  not  be  regarded  as  income  in  the 
first  place. 

"Inventory  losses  are  allowable  either  (a)  where  goods 
included  in  an  inventory  at  the  end  of  the  taxable  year  1918 
have  been  sold  at  a  loss  during  the  succeeding  taxable  year, 
or  (6)  where  such  goods  remain  unsold  throughout  the  tax- 
able year  1919  and  at  its  close  have  a  then  market  value 
(not  resulting  from  a  temporary  fluctuation)  materially  be- 
low the  value  at  which  they  were  inventoried  at  the  end  of 
the  taxable  year  1918.  No  deduction  is  allowable  for  losses 
of  anticipated  profits  or  for  losses  not  substantial  in  amount, 
nor  for  physical  damage  or  obsolescence  occurring  in  the 
taxable  year  1919.  In  determining  whether  goods  included 
in  an  inventory  at  the  end  of  the  taxable  year  1918  have 
been  sold  during  the  succeeding  taxable  year,  and  whether 
loss  has  resulted  therefrom,  sales  of  goods  made  in  the  tax- 
able year  1919  will  be  deemed  to  have  been  made  from  the 
inventoried  stock  of  1918  until  such  inventoried  stock  is 
exhausted."' 

"Where  goods  included  in  the  inventory  at  the  end  of  the 
taxable  year  1918  have  been  sold  during  the  succeeding 
taxable  year,  the  loss  which  may  be  deducted  from  net  in- 
come for  the  taxable  year  1918  is  the  amount  by  which  the 
value  at  which  the  goods  sold  were  included  in  the  inventory 
exceeds  the  actual  selling  price  minus  a  reasonable  allow- 
ance for  selling  expenses  and  for  manufacturing  expenses, 
if  any,  incurred  in  the  taxable  year  1919  and  attributable  to 
such  goods.'** 

"Where  goods  included  in  the  inventory  at  the  end  of  the 
taxable  year  1918  have  not  been  sold  during  the  succeeding 
taxable  year,  the  loss  which  may  be  deducted  from  net  in- 

T  Beg.  45,  Art.  202.  »  Reg.  45.  Art  2«4. 

ff  Beg.  45,  Art.  283. 
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come  for  the  taxable  year  1918  is  the  amount  by  which  the 
net  income  from  such  year  would  be  reduced  if  the  inventory 
were  redetermined  and  such  goods  taken  at  their  market 
value  (ignoring  mere  temporary  fluctuations  of  value)  at 
the  end  of  the  taxable  year  1919/'* 

"Claims  in  abatement  should  be  filed  with  the  collector  on 
form  47  when  the  return  for  the  taxable  year  1918  is  made. 
Claims  for  refund  should  be  filed  on  form  46  not  later  than 
30  days  after  the  close  of  the  taxable  year  1919.  Each  claim 
shall  contain  a  concise  statement  of  the  amount  of  the  loss 
sustained  and  the  basis  upon  which  it  has  been  computed, 
together  with  all  pertinent  facts  necessary  to  enable  the 
Commissioner  to  determine  the  allowability  of  the  claim. 
The  amount  allowed  by  the  Commissioner  in  respect  of  any 
such  claim  shall  be  deducted  from  the  net  income  for  the 
taxable  year  1918  and  the  taxes  shall  be  recomputed  accord- 
ingly. Any  excess  paid  over  the  tax  due  shall  be  credited 
or  refunded  to  the  taxpayer.  See  section  262  of  the  statute 
and  articles  1031-1038.  In  computing  income  for  the  tax- 
able year  1919  the  opening  inventory  must  be  properly  ad- 
justed by  the  taxpayer  in  respect  of  any  claim  allow^  for 
the  year  1918  under  this  article."* 

"A  claim  for  loss  resulting  from  rebates  paid  or  from 
actual  sales  will  be  decided  as  soon  as  practicable  after  it 
has  been  filed.  A  claim  for  loss  in  inventory  not  realized  by 
sale  will  be  decided  only  after  the  close  of  the  taxable  year 
1919  upon  the  basis  of  any  permanent  reduction  in  the  level 
of  market  values  which  may  occur  during  such  year  from 
the  inventory  value  taken  at  the  close  of  the  taxable  year 
1918.  Not  later  than  thirty  days  after  the  close  of  the  tax- 
able year  1919  a  taxpayer  who  has  filed  either  a  claim  in 
abatement  or  a  claim  for  refund,  or  both,  shall  submit  to 
the  Commissioner  a  descriptive  statement  ^showinp  the 
quantity  and  kind  of  all  goods  included  in  the  1918  inventory 
which  have  been  (a)  sold  at  a  loss  in  the  taxable  year  1919, 
(6)  sold  at  a  profit  during  the  taxable  year  1919,  or  (c)  not 
sold  or  otherwise  disposed  of  during  the  taxable  year  1919, 

1  Reg.  45,  Art.  2<w,  •  Reg.  45,  Art.  206. 
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together  with  such  other  information  in  respect  of  such 
goods  as  the  Commissioner  may  require.  A  claim  filed  with 
the  return  for  a  loss  not  then  realized  by  sale  will  be  passed 
upon  in  the  light  of  any  sales  thereafter  made  during  the 
taxable  year  1919.  A  claim  filed  with  the  return  is  author- 
ized for  the  purpose  of  allowing  the  taxpayer  to  utilize, 
where  justified,  a  preliminary  allowance  for  inventory  losses 
and  not  to  provide  a  deduction  essentially  different  from 
that  taken  by  way  of  a  claim  filed  at  the  end  of  the  taxable 
year  1919."' 

*Tn  the  case  of  a  claim  in  abatement  filed  with  a  return 
payment  of  the  amount  of  the  tax  covered  thereby  shall  not 
be  required  until  the  claim  is  decided,  provided  the  taxpayer 
files  therewith  a  bond  on  form  1124  in  double  the  amount  of 
the  tax  covered  by  the  claim,  conditioned  for  the  payment 
of  any  part  of  such  tax  found  to  be  due  with  interest  at  the 
rate  of  12  per  cent  per  annum.  The  bond  shall  be  executed 
by  a  surety  company  holding  a  certificate  of  authority  from 
the  Secretary  of  the  Treasury  as  an  acceptable  surety  on 
Federal  bonds  and  shall  be  subject  to  the  approval  of  the 
Commissioner.  See  also  section  1320  of  the  statute.  If 
abatement  of  any  part  of  the  tax  covered  by  such  a  claim  is 
denied,  then  such  part  shall  be  paid  by  the  taxpayer  with 
interest  at  the  rate  of  12  per  cent  per  annum  from  the 
original  due  date  of  the  tax.*'* 

•*The  bond  executed  on  form  1124,  pursuant  to  article 
268  of  Regulations  No.  45,  together  with  the  abatement 
claim,  should  be  forwarded  by  the  collector  to  the  Commis- 
sioner of  Internal  Revenue.  When  it  is  received  by  the 
Commissioner,  it  wilT  be  detached  from  the  abatement 
claim  and  forwarded  to  the  Surety  Bond  Section  of  the 
Treasury  Department  for  certification  as  to  the  sufficiency 
of  the  sureties.  The  Surety  Bond  Section  will,  after  certifi- 
cation, return  the  bond  to  the  Commissioner  for  his  approval. 
When  he  has  approved  the  bond  he  will  cause  it  to  be  at- 
tached to  the  abatement  claim. 


•  Ee».  46,  Art.  2e7.  *  Reg.  45.  Art.  268. 
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''In  case  the  claimant,  in  accordance  with  the  provisions 
contained  in  section  1820  of  the  Revenue  Act  of  1918,  elects 
to  offer  in  lieu  of  the  surety  or  sureties  provided  for  on  form 
1124  United  States  Liberty  bonds,  or  other  bonds  of  the 
United  States,  as  security,  he  should  execute  in  duplicate  a 
bond  and  agreement  on  form  1124a,  prescribed  below.  The 
original  should  accompany  the  United  States  bonds  offered 
as  security;  the  duplicates  should  be  forwarded  by  the  col- 
lector with  the  abatement  claim  to  the  Commissioner.  If 
such  bond  and  agreement  is  executed  by  a  corporation,  a  duly 
certified  copy  of  the  resolution  of  the  board  of  directors  au- 
thorizing the  execution  should  be  attached.  The  United 
States  Liberty  bonds  or  other  bonds  of  the  United  States 
offered  as  security  shall  at  their  par  value  loe  not  less  than 
the  amount  of  the  penal  sum  of  the  bond  executed  on  form 
1124a,  which  shall  be  in  double  the  amount  of  the  tax 
covered  by  the  abatement  claim.  The  bonds  so  offered  as 
security  must  be  delivered  to  the  Ck)mmissioner  of  Internal 
Revenue  at  the  obligor's  risk  and  expense.  Coupon  bonds 
can  not  safely  be  forwarded  by  registered  mail  unless  in- 
sured by  the  obligor  against  risk  of  loss  in  transit.  Regis- 
tered bonds  so  offered  as  security  must  be  registered  in 
the  name  of  the  obligor  and  duly  assigned  to  the  Conmiis- 
sioner  of  Internal  Revenue  at  or  before  the  date  of  deposit 
with  the  Commissioner  and  need  not  be  insured  when  for- 
warded by  registered  mail  unless  the  obligor  so  elects.  In 
connection  with  effecting  insurance  of  bonds  shipped,  ref- 
erence is  made  to  article  187(a)  of  Regulations  No.  2,  re- 
vised. 

"The  Commissioner  of  Internal  Revenue  will  issue  a  re- 
ceipt in  duplicate  for  United  States  bonds  so  deposited  with 
him  as  security,  the  original  of  the  receipt  to  be  given  to  the 
obligor  and  the  duplicate  to  be  retained  by  the  Commissioner 
for  his  files.  Upon  receipt  by  the  Commissioner  of  the 
United  States  bonds  so  offered  as  security  and  upon  satis- 
fying himself  as  to  their  ownership  and  as  to  the  sufficiency 
of  the  agreement  for  him  to  collect  or  sell,  and  in  case  of  reg- 
istered bonds  as  to  the  regularity  of  the  assignments,  he  will 
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approve  the  bond  executed  on  form  1124a,  and  deposit  the 
United  States  bonds  offered  as  security  with  the  Treasurer 
of  the  United  States,  as  provided  in  paragraph  7  of  depart- 
ment circular  No.  164  (1919),  dated  June  80,  1919,  and  the 
Treasurer  of  the  United  States  will,  as  provided  in  said  cir- 
cular, give  receipt  therefor  in  duplicate,  describing  the  bonds 
so  deposited,  the  original  to  be  delivered  to  the  C!ommissioner 
of  Internal  Revenue  and  the  duplicate  to  be  retained  by  the 
Treasurer  for  his  files. 

"Bonds  of  the  United  States  shall  be  returned  to  the  obligor 
as  soon  as  the  security  for  the  performance  of  such  penal 
bond  is  no  longer  necessary.  Registered  bonds  shall  be  re- 
assigned to  the  owner  when  the  liability  is  canceled. 

'These  special  instructions  are  prescribed  for  the  guidance 
of  collectors  of  internal  revenue  pursuant  to  the  provisions 
of  Treasury  Department  circuUur  No.  154  as  to  the  ac- 
ceptance of  United  States  bonds  in  lieu  of  surety  or  sureties 
on  penal  bonds.'" 

§134.  Net  lossesw — ^For  the  purpose  of  this  special  deduc- 
tion the  term  "net  loss''  refers  only  to  net  losses  resulting 
from  either  (a)  the  operation  of  any  business  regularly  car- 
ried on  by  the  taxpayer,  or  (b)  the  bona  fide  sale  by  the  tax- 
payer of  plant,  buildings,  machinery,  equipment  or  other 
facilities,  constructed,  installed  or  acquired  by  the  taxpayer 
on  or  after  April  6, 1917,  for  the  production  of  articles  con- 
tributing to  the  prosecution  of  the  present  war;  and  when 
so  resulting  means  the  excess  of  the  other  deductions  al- 
lowed by  law  (excluding  in  the  case  of  corporations  dividends 
received  from  other  corporations)  over  the  sum  of  the  gross 
income  plus  any  interest  received  free  from  income  and 
profits  taxation/ 

If  for  any  taxable  year  beginning  after  October  31,  1918, 
and  ending  prior  to  January  1,  1920,  it  appears  upon  the 
production  of  evidence  satisfactory  to  the  Commissioner, 
that  any  taxpayer  has  sustained  a  net  loss,  the  amount  of  the 
net  loss  shall  be  deducted  from  the  net  income  of  the  tax- 

•  T.  D.  TSeS,  Sept  26,  mo'  (part).  •  B.  A.  1918;  Sec  204(a). 
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payer  for  the  preceding  taxable  year  1918,  and  the  income, 
war  profits  and  excess  profits  taxes  for  such  preceding  tax- 
able year  shall  be  redetermined  accordingly.  Any  amount 
found  to  be  due  to  the  taxpayer  upon  the  basis  of  such  re* 
determination  shall  be  credited  or  refunded  to  the  taxpayer 
in  accordance  with  the  provisions  of  chapter  28* 

If  any  such  net  loss  is  in  excess  of  the  net  income  for  the 
preceding  taxable  year,  the  amount  of  such  excess  shall  be 
allowed  as  a  deduction  in  computing  the  net  income  for  the 
succeeding  taxable  year  1920/ 

It  will  be  noted  that  the  possible  relief  afforded  by  this 
provision  is  limited  to  taxpayers  who  make  returns  for  the 
calendar  year  or  whose  fiscal  year  begins  and  ends  in  No- 
vember or  December.  Even  in  the  case  of  such  taxpayers 
the  deduction  may  be  taken  only  once. 

''As  used  in  the  statute  the  term  'net  loss'  means  either  a 
business  operating  loss  or  a  loss  realized  by  a  bone  fide  sale 
of  property  constructed,  installed  or  acquired  on  or  after 
April  6,  1917,  for  the  production  of  articles  contributing  to 
the  prosecution  of  the  war.  The  amount  of  net  loss  claimed 
must  represent  an  actual  net  loss  over  and  above  all  income, 
including  tax-free  income.  Such  losses  will  be  allowable 
only  in  respect  of  a  taxpayer  having  a  taxable  year  begin- 
ning after  October  31, 1918,  and  ending  prior  to  January  1, 
1920,  and  after  one  claim  has  been  allowed  no  further  claim 
can  be  considered."' 

"A  taxpayer  having  such  a  net  loss  may  file  a  claim  on 
form  46  with  his  return  of  income  for  the  taxable  year  1919. 
Such  claim  should  contain  a  concise  statement  setting  forth 
the  amount  of  the  loss  sustained,  in  accordance  with  the  ac- 
companying return,  the  nature  of  the  loss,  the  amount  of 
the  taxpayer's  net  income  for  the  taxable  year  1918,  the 
taxes  paid  by  him  with  respect  thereto,  and  all  pertinent 
facts  necessary  to  enable  the  Commissioner  to  determine 
the  allowabihty  of  the  claim."* 

"The  amount  allowed  by  the  Commissioner  in  respect  of 
any  such  claim  shall  be  deducted  from  the  net  income  for 

V  R.  A.  1918,  See.  2M(b).  •  Reg.  45,  Art  1002. 

•  Reg.  40.  Art  16QL 

v-**"*     ...     ^^  •   r~^  T 
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the  taxable  year  1918  and  the  income  and  the  war  profits 
and  excess  profits  tax,  if  any,  for  such  year  shall  be  recom- 
puted accordingly.  Any  amount  found  to  be  due  him  shall 
be  credited  or  refunded  to  the  taxpayer.  See  section  252 
of  the  statute  and  articles  1034-1036.  In  any  case  in  which 
it  is  found  by  the  Commissioner  that  such  net  loss  is  in  ex- 
cess of  the  net  income  of  such  preceding  taxable  year,  the 
taxpayer  may  carry  forward  the  amount  of  such  excess  and 
claim  it  as  a  deduction  in  computing  net  income  for  the 
succeeding  taxable  year."* 

The  term  "contributing  to  the  prosecution  of  the  present 
war*'  covers  not  only  munitions  and  articles  directly  con- 
sumed in  military  operations,  but  also  other  articles  which 
actually,  though  less  directly,  contribute  to  the  prosecution 
of  the  war.  For  illustration,  the  term  would  probably  in- 
clude plant  or  equipment  acquired  and  used  for  the  produc- 
tion of  machinery  or  tools  for  the  production  of  munitions ; 
similarly,  standard  food  products  being  a  necessity  of  both 
soldiers  and  civilian  war  workers,  plant  or  equipment  for 
the  production  thereof  might  probably  also  be  included. 

^  Reg.  46,  Art.  1603. 
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CHAPTER    14 

Deduction  for  Depreciation  and 
Amortization 

§141.  DepredatioiL^-In  computing  net  income  there  is  al<* 
lowed  as  a  deduction  from  gross  income  a  reasonable  allow- 
ance for  the  exhaustion,  wear  and  tear  of  property  used  in 
the  trade  or  business,  including  a  reasonable  allowance  for 
obsolescence/ 

''A  reasonable  allowance  for  the  exhaustion,  wear  and 
tear  and  obsolescence  of  property,  used  in  the  trade  or 
business  may  be  deducted  from  gross  income.  For  con- 
venience such  an  allowance  will  usually  be  referred  to  as  cov- 
ering depreciation,  excluding  from  the  term  any  idea  of  a 
mere  reduction  in  market  value  not  resulting  from  exhaus- 
tion, wear  and  tear  or  obsolescence.  The  proper  allowance 
for  such  depreciation  of  any  property  used  in  the  trade  or 
business  is  that  amount  which  should  be  set  aside  for  the 
taxable  year  in  accordance  with  a  consistent  plan  by  which 
the  aggregate  of  such  amounts  for  the  useful  life  of  the 
property  in  the  business  will  suffice,  with  the  salvage  value, 
at  the  end  of  such  useful  life  to  provide  in  place  of  the  prop- 
erty its  cost,  or  its  value  as  of  March  1, 1913,  if  acquired  by 
the  taxpayer  before  that  date.  See  further  articles  839  and 
844."* 

'The  necessity  for  a  depreciation  allowance  arises  from 
the  fact  that  certain  property  used  in  the  business  gradually 
approaches  a  point  where  its  usefulness  is  exhausted.  The 
allowance  should  be  confined  to  property  of  this  nature.  In 
the  case  of  tangible  property,  it  applies  to  that  which  is  sub- 
ject to  wear  and  tear,  to  decay  or  decline  from;  natural 

iR.  A.  1918.  Sees.  214(a)(8)  and  284(a)(7).  Cf.  T.  D.  1606.  March  24.  1910; 
T.  D.  1675.  Feb.  14.  1911;  T.  D.  1742,  Dec.  15.  1911;  T.  D.  2077,  Nov.  21,  1914; 
T.  D.  2090,  Dec.  14.  1914;  T.  D.  2137.  Jan.  80,  1915;  T.  D.  2152,  Feb.  12,  1915; 
T.  D.  2481,  Apr.  10,  1917. 

*  Reg.  45,  Art  161. 
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causes,  to  exhaustion,  and  to  obsolescence  due  to  the  normal 
progress  of  the  art  or  to  becoming  inadequate  to  the  grow- 
ing needs  of  the  business.  It  does  not  apply  to  inventories 
or  to  stock  in  trade ;  nor  to  land  apart  from  the  improve- 
ments or  physical  development  added  to  it.  It  does  not  apply 
to  bodies  of  minerals  which  through  the  process  of  removal 
suffer  depletion,  other  provision  for  this  being  made  in  the 
statute.  See  articles  201-233.  Property  kept  in  repair  may, 
nevertheless,  be  the  subject  of  a  depreciation  allowance.  See 
article  103.  The  deduction  of  an  allowance  for  depreciation 
is  limited  to  property  used  in  the  taxpayer's  trade  or  busi- 
ness. No  such  allowance  may  be  made  in  respect  of  automo- 
biles or  other  vehicles  used  chiefly  for  pleasure,  a  building 
used  by  the  taxpayer  solely  as  his  residence,  nor  in  respect  of 
furniture  or  furnishings  therein,  personal  effects,  or  cloth- 
ing; but  properties  and  costumes  used  exclusively  in  a  busi- 
ness, such  as  a  theatrical  business,  may  be  the  subject  of  a 
depreciation  allowance/'* 

^'Intangibles,  the  use  of  which  in  the  trade  or  business 
is  definitely  limited  in  duration,  may  be  the  subject  of  a 
depreciation  allowance.  Examples  are  patents  and  copy- 
rights, licenses  and  franchises.  Intangibles,  the  use  of 
which  in  the  business  or  trade  is  not  so  limited,  will  not 
usually  be  a  proper  subject  of  such  an  allowance.  If,  how- 
ever, an  intangible  asset  acquired  through  capital  outlay  is 
known  from  experience  to  be  of  value  in  the  business  for 
only  a  limited  period,  the  length  of  which  can  be  estimated 
from  experience  with  reasonable  certainty,  such  intangible 
assets  may  be  the  subject  of  a  depreciation  allowance, 
provided  the  facts  are  fully  shown  in  the  return  or  prior 
thereto  to  the  satisfaction  of  the  Commissioner."* 

'The  capital  sum  to  be  replaced  by  depreciation  allowances 
is  the  cost  of  the  property  in  respect  of  which  the  allowance 
is  made,  except  that  in  the  case  of  property  acquired  by 
the  taxpayer  prior  to  March  1,  1913,  the  capital  sum  to  be 

•  Reff.  45,  Art.  162.     See  T.  D.  2882,  July  8.  1919  (R.  A.  1909). 

«  Reg.  45,  Art.  10S,  M  amended  hj  T.  D.  2929,  Oct.  7,  1919.  The  amendment 
eliminated  a  last  sentence  reading:  "There  can  be  no  anch  allowance  in 
respect  of  good  will,  trade  names,  trademarks,  trade  brands,  secret  formnlae  or 
processes.'* 
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replaced  is  the  fair  market  value  of  the  property  as  of  that 
date.  In  the  absence  of  proof  to  the  contrary,  it  wiU  be  as- 
sumed that  such  value  as  of  March  1,  1913,  is  the  cost  of 
the  property  less  depreciation  up  to  that  date.  To  this  sum 
should  be  added  from  time  to  time  the  cost  of  improvements, 
additions  and  betterments,  the  cost  of  which  is  not  deducted 
as  an  expense  in  the  taxpayer's  return,  and  from  it  should  be 
deducted  from  time  to  time  the  amount  of  any  definite  loss 
or  damage  sustained  by  the  property  through  casualty,  as 
distinguished  from  the  gradual  exhaustion  of  its  utility 
which  is  the  basis  of  the  depreciation  allowance.  In  the 
case  of  the  acquisition  after  March  1, 1918,  of  a  combination 
of  depreciable  and  non-depreciable  property  for  a  lump  price, 
as,  for  example,  land  and  buildings,  the  capital  sum  to  be 
replaced  is  limited  to  that  part  of  the  lump  price  which  rep- 
resents the  value  of  the  depreciable  property  at  the  time  of 
such  acquisition."' 

''The  capital  sum  to  be  replaced  should  be  charged  off  over 
the  useful  life  of  the  property  either  in  equal  annual  install- 
ments or  in  accordance  with  any  other  recognized  trade 
practice,  such  as  an  apportionment  of  the  capital  sum  over 
units  of  production.  Whatever  plan  or  method  of  apportion- 
ment  is  adopted  must  be  reasonable  and  should  be  described 
in  the  return."* 

'If  it  develops  that  the  useful  life  of  the  property  has 
been  underestimated,  the  plan  of  computing  depreciation 
should  be  modified  and  the  balance  of  the  cost  of  the  prop- 
erty, or  its  fair  market  value  as  of  March  1,  1913,  not  al- 
ready provided  for  through  a  depreciation  reserve  or  de- 
ducted from  book  value,  should  be  spread  over  the  estimated 
remaining  life  of  the  property.  A  taxpayer  who  in  comput- 
ing depreciation  allowances  in  returns  for  years  prior  to  1918 
has  not  taken  ordinary  obsolescence  into  consideration  may 
for  the  year  1918  and  subsequent  years  revise  the  estimate 
of  the  useful  life  of  any  property  so  as  to  allow  for  such 
future  obsolescence  as  may  be  expected  from  experience  to 
result  from  the  normal  progress  of  the  art.   No  modification 


•  Reg.  45,  Art.  164.    Cf.  T.  D.  27M,  Aug.  28,  191& 

•  Beg.  4i.  A-*   i(K. 
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of  the  method  should  be  made  on  account  of  changes  in  the 
market  value  of  the  property  from  time  to  time,  such  as, 
on  the  one  hand,  loss  in  rental  value  of  buildings  due  to  de- 
terioration of  the  neighborhood,  or,  on  the  other,  apprecia^ 
tion  due  to  increased  demand.  The  conditions  affecting 
such  market  value  should  be  taken  into  consideration  only  so 
far  as  they  affect  the  estimate  of  the  useful  life  of  the  prop- 
erty/" 

''In  computing  a  depreciation  allowance  in  the  case  of  a 
patent  or  copjrright,  the  capital  sum  to  be  replaced  is  the 
cost  (not  already  deducted  as  current  expense)  of  the  patent 
or  copyright  or  its  fair  market  value  as  of  March  1,  1918, 
if  acquired  prior  thereto.  The  allowance  should  be  computed 
by  an  apportionment  of  the  cost  of  the  patent  or  copyright 
or  of  its  fair  market  value  as  of  March  1, 1913,  over  the  life 
of  the  patent  or  copyright  since  its  great,  or  since  its 
acquisition  by  the  taxpayer,  or  since  March  1,  1913,  as 
the  case  may  be.  If  the  patent  or  copjrright  was  ac- 
quired from  the  Government,  its  cost  consists  of  the 
various  Government  fees,  cost  of  drawings,  experi- 
mental models,  attorney's  fees,  etc.,  actually  paid.  If 
a  corporation  purchased  a  patent  and  paid  for  it  in  stock  or 
securities,  its  cost  is  the  fair  market  value  of  the  stock  or 
securities  at  the  time  of  the  purchase.  Depreciation  of  a 
patent  can  be  taken  on  the  basis  of  the  fair  market  value  as 
of  March  1,  1913,  only  when  affirmative  and  satisfactory 
evidence  of  such  value  is  offered.  Such  evidence  should 
whenever  practicable  be  submitted  with  the  return.  If  the 
patent  becomes  obsolete  prior  to  its  expiration  such  propor- 
tion of  the  amount  on  which  its  depreciation  may  be  based 
as  the  number  of  years  of  its  remaining  life  bears  to  the 
whole  number  of  years  intervening  between  the  date  when  it 
was  acquired  and  the  date  when  it  legally  expires  may  be 
deducted,  if  permission  so  to  do  is  specifically  secured  from 
the  Commissioner.  Owing  to  the  difficulty  of  allocating  to 
a  particular  year  the  obsolescence  of  a  patent,  such  permis- 
sion will  be  granted  only  if  affirmative  and  satisfactory  evi- 

■  ■  r 

T  Reg.  45,  Art  166.    Cf.  Cohen  v.  Lowe,  294  Fed.  474  (R.  A.  191S). 
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dence  that  the  obsolescence  occurred  in  the  year  for  which 
the  return  is  made  is  submitted  to  the  Commissioner.  The 
fact  that  depreciation  has  not  been  taken  in  prior  years  does 
not  entitle  the  taxpayer  to  deduct  in  any  taxable  year  a 
greater  amount  for  depreciation  than  would  otherwise  be 
allowable.    See  articles  40  and  843/'* 

''A  taxpayer  who  has  incurred  expenses  in  his  business  for 
designs,  drawings,  patterns,  models,  or  work  of  an  experi- 
mental nature  calculated  to  result  in  improvement  of  his 
facilities  or  his  product,  may  at  his  option  deduct  such  ex- 
penses from  gross  income  for  the  taxable  year  in  which  they 
are  incurred  or  treat  such  articles  as  a  capital  asset  to  the 
extent  of  the  amount  so  expended.  In  the  latter  case,  if  the 
period  of  usefulness  of  any  such  asset  may  be  estimated 
from  experience  with  reasonable  accuracy,  it  may  be  the  sub- 
ject of  depreciation  allowances  spread  over  such  estimated 
period  of  usefulness.  The  facts  must  be  fully  shown  in  the 
return  or  prior  thereto  to  the  satisfaction  of  the  Commis- 
sioner. Except  for  such  depreciation  allowances  no  deduc- 
tion shall  be  made  by  the  taxpayer  against  any  sum  so  set 
up  as  an  asset  except  on  the  sale  or  other  disposition  of  such 
assets  at  a  loss  or  on  proof  of  a  total  loss  thereof.^'* 

"A  depreciation  allowance,  in  order  to  constitute  an  allow- 
able deduction  from  gross  income,  must  be  charged  off.  The 
particular  manner  in  which  it  shall  be  charged  off  is  not 
material,  except  that  the  amount  measuring  a  reasonable 
allowance  for  depreciation  must  be  either  deducted  directly 
from  the  book  value  of  the  assets  or  preferably  credited  to 
a  depreciation  reserve  account,  which  must  be  reflected  in 
the  annual  balance  sheet.  The  allowances  should  be  com- 
puted and  charged  off  with  express  reference  to  specific 
items,  units  or  groups  of  property,  each  item  or  unit  being 
considered  separately  or  specifically  included  in  a  group  with 
others  to  which  the  same  factors  apply.  The  taxpayer  should 
keep  such  records  as  to  each  item  or  unit  of  depreciable 
property  as  will  permit  the  ready  verification  of  the  factors 

•  Beg.  46.  Art  UT.  •  Beg.  46,  Art.  168. 
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used  in  computing  the  allowance  for  each  year  for  each  item, 
unit  or  group."* 

''If  the  use  of  any  property  in  the  business  is  permanently 
discontinued,  although  no  sale  or  other  disposition  of  the 
property  has  taken  place,  a  determination  of  any  gain  or 
loss  may  be  made ;  but  any  deduction  in  respect  of  any  loss 
thereon  must  be  disclosed  in  the  taxpayer's  return  for  the 
year  in  which  the  determination  is  made  and  a  full  state- 
ment of  the  facts  and  the  basis  upon  which  the  computation 
is  calculated  must  be  attached  to  the  return.  Upon  a  sale 
or  other  disposition  of  the  property,  the  consideration  re- 
ceived shall  be  compared  with  the  amount  of  the  estimated 
salvage  value  used  in  computing  the  gain  or  loss  as  above 
provided  and  the  amount  of  the  difference  shall  be  treated 
as  a  gain  or  loss,  as  the  case  may  be,  of  the  year  in  which 
the  sale  or  other  disposition  was  made.  See  articles  141- 
146.''' 

As  an  allowance  for  depreciation  is  deductible  only  with 
respect  to  property  used  in  the  trade  or  business,  a  tax- 
payer who  buys  a  residence  and  thereafter  sells  it  for  the 
same  price  for  which  he  purchased  it  ought  not  to  be  obliged 
to  return  as  income  the  amount  of  the  depreciation  which 
the  property  suffered  while  he  owned  it.  It  is  believed  that 
the  Internal  Revenue  Bureau  takes  the  position  that  de- 
preciation should  be  taken  acount  of  in  all  sales  of  property, 
even  though  not  allowed  as  a  deduction  in  returns  for  pre- 
vious years,  but  it  seems  doubtful  if  such  a  position  could  be 
sustained  if  carried  to  its  full  logical  extent. 

§142.  Amortization  of  war  facilities. — ^In  the  case  of 
buildings,  machinery,  equipment  or  other  facilities,  con- 
structed, erected,  installed  or  acquired  on  or  after  April  6, 
1917,  for  the  production  of  articles  contributing  to  the  prose- 
cution of  the  war  with  Germany,  and  in  the  case  of  vessels 
constructed  or  acquired  on  or  after  such  date  for  the  trans- 
portation of  articles  or  men  contributing  to  the  prosecution 
of  the  war  with  Germany,  there  is  allowed  in  computing 

1  Beg.  4R,  Art  16».  «  Beg.  145^  Art.  170. 
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net  income  a  reasonable  deduction  from  gross  income  for  the 
amortization  of  such  part  of  the  cost  of  such  facilities  or 
vessels  as  has  been  borne  by  the  taxpayer,  but  not  again 
including  any  amount  otherwise  allowed  under  any  federal 
income  tax  laws  as  a  deduction  in  computing  net  income/'* 

At  any  time  within  three  years  after  the  termination  of 
the  war  with  Grermany,  the  Commissioner  may,  and  at  the 
request  of  any  taxpayer  shall,  re-examine  the  return,  and  if 
he  then  finds  as  a  result  of  an  appraisal  or  from  other  evi- 
dence that  the  deduction  originally  allowed  was  incorrect, 
the  income  and  war  profits  and  excess  profits  taxes  for  the 
year  or  years  affected  shall  be  determined.  The  amount  of 
tax  found  due  upon  such  redetermination,  if  any,  shall  be 
paid  upon  notice  and  demand  by  the  collector,  or  the  amount 
overpaid,  if  any,  shall  be  credited  or  refunded  to  the  tax- 
payer in  accordance  with  chapter  28. 

This  special  allowance  for  amortization  is  in  effect  an  al- 
lowance for  extraordinary  depreciation  arising  in  a  limited 
class  of  cases  because  of  war  conditions. 

"Any  allowance  made  to  a  taxpayer  by  a  contracting  De- 
partment of  the  Government  or  by  any  other  contractor  for 
amortization  or  fall  in  the  value  of  property,  either  as  a  part 
of  the  cost  of  production  or  as  a  part  of  the  price  of  the  prod- 
uct, shall  be  included  in  gross  income.  See  article  52.  The 
amount  to  be  allowed  as  a  deduction  from  gross  income  for 
amortization  for  the  purpose  of  the  tax  is*  to  be  based  upon 
the  provisions  of  articles  181  to  188,  pursuant  to  which  the 
deduction  should  be  made  instead  of  upon  the  basis  of  any 
amounts  contractually  or  otherwise  determined.  The  allow- 
ance for  amortization  covers  the  decline  in  value  of  the  prop- 
erty subject  thereto  and  is  inclusive  of  the  depreciation 
which  would  ordinarily  be  allowable  separately.  Deprecia- 
tion for  any  taxable  period  after  December  31, 1917,  should, 
therefore,  not  be  claimed  with  respect  to  property  as  to 
which  an  allowance  for  amortization  is  claimed.  S^e  also 
section  204  of  the  statute  and  articles  1601-1603."* 

•R.  A  1918,  Sect.  214(a)(9)   and  2M(a)(8). 
«  Reg.  45.  Art.  181. 
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'The  taxpayer  may  make  a  reasonable  deduction  from 
gross  income  not  in  excess  of  a  sum  sufficient  to  extinguish 
the  cost  of  buildings,  machinery,  equipment  or  other  facili- 
ties constructed,  erected,  installed  or  acquired  on  or  after 
April  6, 1917,  for  the  production  of  articles  contributing  to 
the  prosecution  of  the  present  war,  and  of  vessels  con- 
structed or  acquired  on  or  after  such  date  for  the  transpor- 
tation of  articles  or  men  contributing  to  the  prosecution  of 
the  present  war.  In  the  case  of  property  the  construction  or 
installation  of  which  was  commenced  before  April  6,  1917, 
and  completed  subsequently  to  that  date,  amortization  wiU 
be  allowed  with  respect  only  to  the  cost  incurred  on  or  after 
April  6,  1917/'* 

'The  total  amount  to  be  extinguished  by  amortization,  in 
general,  is  the  excess  of  the  unextinguished  or  unrecovered 
cost  of  the  property  over  its  maximum  value  (either  for  sale 
or  for  use  as  part  of  the  plant  or  equipment  of  a  going  busi- 
ness) under  stable  postwar  conditions.  Under  the  provi- 
sions of  the  statute  authorizing  re-examination  of  the  claim 
at  any  time  within  three  years  after  the  termination  of  the 
present  war,  the  allowance  will  be  finally  determined  upon 
such  basis.  However,  in  many  cases  it  will  be  impracticable 
during  the  calendar  year  1919  to  make  final  determination 
either  of  the  length  of  the  amortization  period  or  of  the 
value  of  the  property  under  stable  postwar  conditions.  Con- 
sequently, in  returns  made  during  the  calendar  year  1919 
the  amortization  allowance  will  tentatively  be  determined  in 
accordance  with  articles  184  and  185.^'* 

"For  the  purpose  of  making  returns  in  1919  the  total 
amount  to  be  extinguished  by  amortization  is  the  difference 
between  the  value  of  the  property  on  the  basis  indicated 
below  and  the  original  cost  of  the  property  less  any 
amounts  otherwise  deducted  fOr  depreciation,  losses,  etc., 
prior  to  January  1, 1918 ;  or  in  the  case  of  property  acquired 
or  completed  after  December  31, 1917,  it  is  the  difference  be- 
tween the  value  of  the  property  on  the  bases  indicated  be- 

•  Beg.  tf ,  Art.  182.  •  Beg.  46.  Art  188. 
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low  and  the  cost  of  such  property  at  the  date  of  acquisition 
or  completion. 

''(1)  In  the  case  of  property  useful  only  during  the  war 
period  and  permanently  discarded  at  the  date  of  the  return 
the  basis  is  the  salvage  value  as  of  the  date  when  the  prop- 
erty was  discarded. 

''(2)  In  the  case  of  property  stiU  in  use  which  wiU  not 
be  required  for  the  future  use  of  the  business  and  which  is 
certain  to  be  permanently  discarded  before  the  last  install- 
ment payment  of  the  tax  covered  by  the  return  the  basis  is 
the  salvage  value  as  of  the  date  when  the  property  wiU  be 
permanently  discarded. 

"(3)  In  the  case  of  other  property  the  basis  for  amortiza- 
tion calculation  shall  be  the  estimated  value  of  the  property 
to  the  taxpayer  in  terms  of  its  actual  use  or  employment  in 
his  going  business,  such  value  in  no  case  to  be  less  than  the 
sale  or  salvage  value  of  the  property:  Provided,  however, 
That  in  no  case  shall  the  preliminary  estimate  (for  purposes 
of  returns  to  be  made  in  1919)  of  the  amount  of  such  amorti- 
zation exceed  25  per  cent  of  the  cost  of  the  property.  In 
the  final  determination  the  amount  of  the  amortization  al- 
lowance will  be  ascertained  upon  the  basis  of  stable  postwar 
conditions  under  regulations  to  be  promulgated  when  these 
conditions  become  apparent. 

"A  special  record  of  all  property  falling  in  classes  (1)  and 
(2)  must  be  preserved  by  the  taxpayer  and  the  Commis- 
sioner must  be  promptly  advised  (a)  if  such  property  is 
restored  to  use;  (5)  the  selling  price  if  sold;  and  (c),  if  still 
on  hand  and  not  in  use  at  the  close  of  the  three-year  period, 
the  reasons  why  such  property  has  not  been  disposed  of/'^ 

'Tor  the  purpose  of  making  returns  in  1919  the  amount 
to  be  extinguished  by  amortization  shall  be  spread  in  pro- 
portion to  the  net  income  (computed  without  benefit  of 
the  amortization  allowance)  between  January  1,  1918,  and 
the  following  dates:  (a)  if  the  claim  is  based  on  subdivision 

7  Ueg.  45.  Art.  184,  as  amended  by  T.  D.  2858,  June  10,  1919.  Tbe  amendment 
change!  paragraph  (3),  which  fonrmerly  read:  "(3)  In  the  caae  of  other  prop- 
erty the  baaifl  la  the  eatimated  reproduction  coat  aa  of  April,  1910,  of  anch 
property  in  ita  then  condition.  In  the  final  determination  anch  coat  will  be 
aacertained  under  atable  poatwar  conditiona,  without  reference  to  aueh  date.*' 

leo 

Digitized  by  VjOOQIC 


AMORTIZATION  OF  WAR  FACILITIES  il4A 

(1)  of  article  184,  the  date  when  the  property  was  permar 
nently  discarded;  (ft)  if  the  claim  is  based  on  subdivision 

(2)  of  article  184,  the  date  upon  which  the  property  will  be 
permanently  discarded;  and  (c)  if  the  claim  is  based  upon 
subdivision  (8)  of  article  184,  April,  1919.  All  taxpayers 
claiming  an  allowance  for  amortization  will  be  required  to 
estimate  the  amount  of  their  net  income  for  the  period  be- 
tween January  1,  1918,  and  the  dates  specified  above,  and 
also  to  estimate  what  part  of  such  net  income  is  properly 
allocable  to  the  calendar  year  1918  and  what  part  thereof  is 
properly  allocable  to  the  calendar  year  1919.  Such  estimates 
shall  be  the  basis  for  apportioning  the  amounts  to  be 
extinguished  by  amortization  between  the  calendar  years 
1918  and  1919.  Taxpayers  reporting  on  the  fiscal  year  basis 
(a)  in  all  computations  based  upon  1918  rates  shall  use  the 
amount  of  such  allowance  apportioned  to  the  calendar  year 
1918;  (ft)  in  any  computation  based  upon  1919  rates  for  a 
year  beginning  in  1918  and  ending  in  1919  shall  use  the 
amount  of  such  allowance  apportioned  to  the  calendar  year 
1919 ;  and  (c)  in  any  computation  for  a  fiscal  year  beginning 
in  1919  shall  use  as  many  twelfths  of  the  allowance  appor- 
tioned to  the  calendar  year  1919  as  there  are  months  of  such 
fiscal  year  falling  in  the  calendar  year  1919/'* 

''Claims  for  amortization  must  be  unmistakably  differen- 
tiated in  the  return  from  all  other  claims  for  wear,  tear, 
obsolescence  and  loss.  No  such  claim  will  be  allowed  unless 
it  is  reflected  in  any  accounts  submitted  by  the  taxpayer  to 
stockholders  and  in  any  credit  statements  by  the  ta3q)ayer 
to  banks,  and  is  given  full  effect  on  his  financial  books  of  ac- 
count. If  Government  or  other  contracts  taken  by  the  tax- 
payer contained  recognition  of  amortization  as  an  element 
in  the  cost  of  production,  copies  of  such  contracts  shall  be 
filed  with  the  taxpayer's  return,  together  with  a  statement 
and  description  of  any  sums  received  on  account  of  amorti- 
zation and  the  basis  upon  which  they  were  determined.  In 
any  case  in  which  an  allowance  has  been  made  for  amortiza* 
tion  of  cost  the  taxpayer  will  not  be  allowed  to  restore  to 

•  Reg.  45,  Art.  186. 
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his  invested  capital  for  the  purpose  of  the  war  profits  and 
excess  profits  tax  any  portion  of  the  amount  covered  by  such 
allowance/'* 

''A  redetermination  of  the  deduction  allowed  on  account 
of  amortization  may,  or  at  the  request  of  the  taxpayer  shall, 
be  made  by  the  Commissioner  at  any  time  within  three  years 
after  the  termination  of  the  present  war,  and  if  as  a  result 
of  an  appraisal  or  from  other  evidence  it  is  found  that  the 
deduction  originally  allowed  was  incorrect,  the  amount  of 
tax  due  for  each  taxable  year  during  the  amortization  period 
will  be  adjusted  by  additional  assessment  or  by  refund/'^ 

''To  obtain  the  benefit  of  this  provision  of  the  statute  the 
taxpayer  must  establish  to  the  satisfaction  of  the  Commis- 
sioner that  the  entire  deduction  claimed  and  the  proportion 
claimed  for  any  particular  year  are  reasonable.  The  tax* 
payer  shall  also  submit  a  supplementary  statement  setting 
forth  the  following  information:  (a)  a  description  of  the 
property  in  reasonable  detail ;  (b)  the  date  or  dates  on  which 
the  property  was  acquired,  and  from  whom,  or,  if  con- 
structed, erected  or  installed  by  the  taxpayer,  the  dates  on 
which  such  construction,  erection  or  installation  was  begun 
and  completed;  (c)  evidence  establishing  the  intention  of 
the  taxpayer  on  and  after  April  6,  1917,  or  on  and  after 
the  date  of  acquisition  or  the  date  of  beginning  construc- 
tion, erection  or  installation,  to  devote  such  property  or  ves- 
sels to  the  production  of  articles  (or,  in  the  case  of  vessels, 
the  transportation  of  articles  or  men)  contributing  to  the 
prosecution  of  the  present  war;  (d)  the  cost  of  construction, 
erection,  installation  or  acquisition;  (e)  the  value  of  the 
property  after  termination  of  the  amortization  period;  (/) 
a  segregation  of  the  property  permanently  discarded,  or  of 
the  property  which  will  be  permanently  discarded  before  the 
last  installment  pajrment  covered  by  the  return ;  (g)  all  de- 
ductions from  gross  income  otherwise  taken  or  claimed  with 
Aspect  to  such  property;  (h)  the  computation  by  which  the 
total  amount  to  be  extinguished  by  amortization  was  de- 
termined; and  (0  the  computation  by  which  the  proportion 

•  Reg.  45.  Art.  186.  i  Reg.  46,  Art.  187. 
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of  the  amortization  charge  claimed  as  a  deduction  in  the 
taxable  year  for  which  the  return  is  being  made  was  de- 
termined."* 

The  method  adopted  of  spreading  amortization  on  the 
basis  of  income  is  not  expressly  authorized  by  the  statute 
and  seems  ahnost  impossible  from  an  administrative  stand- 
point. In  view  of  the  difficulty  of  properly  determining 
what  amortization  should  be  allowed  and  of  the  lack  of  ex- 
perience on  the  subject  of  the  Internal  Revenue  Bureau, 
which  its  officials  are  quite  willing  to  admit,  the  regulations 
relating  to  amortization  should  be  considered  as  merely  ten- 
tative and  as  subject  to  radical  revision  when  more  data  are 
accumulated. 

•  Beg.  46.  Art  188. 
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CHAPTER   15 

Deduction  for  Depletion 

§  161.  Depletion  of  mi]ies«F— In  computiii£r  net  income 
there  is  aUowed  as  a  deduction  from  gross  income  in  the 
case  of  mines,  oil  and  gas  wells,  other  natural  deposits  and 
timber,  a  reasonable  allowance  for  depletion  and  for  depre- 
ciation of  improvements,  according  to  the  peculiar  condi- 
tions in  each  case,  based  upon  cost,  including  the  cost  of  de- 
velopment not  otherwise  deducted.  In  the  case,  however,  of 
such  properties  acquired  prior  to  March  1,  1913,  the  fair 
market  value  of  the  property  or  of  the  taxpSLjei^s  interest 
therein  on  that  date  shall  be  taken  in  lieu  of  the  cost  up  to 
that  date,  and  in  the  case  of  mines  or  oil  and  gas  wells 
discovered  by  the  taxpayer  on  or  after  March  1,  1913,  and 
not  acquired  as  the  result  of  purchase  of  a  proven  tract  or 
lease,  where  the  fair  market  value  of  the  property  is  ma^- 
terially  disproportionate  to  the  cost,  the  depletion  allowance 
shall  be  based  upon  the  fair  market  value  of  the  property 
at  the  date  of  the  discovery  or  within  thirty  days  thereafter. 
In  the  case  of  leases  the  deductions  so  allowed  shall  be 
equitably  apportioned  between  the  lessor  and  the  lessee.^ 

"A  reasonable  deduction  from  gross  income  for  the  deple- 
tion of  natural  deposits  and  for  the  depreciation  of  improve- 
ments is  permitted,  based  (a)  upon  cost,  if  acquired  after 
February  28,  1913,  or  (b)  upon  the  fair  market  value  as  of 
March  1, 1913,  if  acquired  prior  thereto,  or  (c)  upon  the  fair 
market  value  within  30  days  after  the  date  of  discovery  in 

_     .  _        .  _.  ,^^  aepletlon 

of  IdOO,  R. 

T.  n.  1875. 
aphs  06-105; 
I  ▼.  Blwablk 
[7  U.  S.  128; 
tb«  Reyenne 

articles  141, 
the  Revenue 
1918,  articles 
808,  208  Fed. 
(R.  A.  1M9). 
(481.  Apr.  10, 
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the  case  of  mines,  oil  and  gas  wells  discovered  by  the  tax- 
payer after  February  28, 1918,  where  the  fair  market  value 
is  materially  disproportionate  to  the  cost.  The  essence  of 
this  provision  is  that  the  owner  of  such  property,  whether 
it  be  a  leasehold  or  freehold,  shall  secure  through  an  aggre- 
gate of  annual  depletion  and  depreciation  deductions  a  re- 
turn of  the  amount  of  capital  invested  by  him  in  the  prop- 
erty, or  in  lieu  thereof  an  amount  equal  to  the  fair  market 
value  as  of  March  1, 1918,  of  the  properties  owned  prior  to 
that  date,  or  an  amount  equal  to  the  fair  market  value 
within  80  days  after  the  date  of  discovery  of  mines,  oil  or 
gas  wells  discovered  by  the  taxpayer  on  or  after  March  1, 
1918,  and  not  acquired  as  the  result  of  purchase  of  a  proven 
tract  or  lease,  where  the  fair  market  value  of  the  property 
is  materially  disproportionate  to  the  cost;  plus  in  any  case 
the  subsequent  cost  of  plant  and  equipment  (less  salvage 
value)  and  underground  and  overground  development,  which 
is  not  chargeable  to  current  operating  expense,  but  not  in- 
cluding land  values  for  purposes  other  than  the  extraction 
of  minerals.  Operating  owners,  lessors  and  lessees  are  en- 
titled to  deduct  an  allowance  for  depletion,  but  a  stock- 
holder in  a  mining  or  oil  or  gas  corporation  is  not.    See 

further  articles  889  and  844.""  

'In  the  case  of  an  operating  owner  in  fee  or  a  lessor  the 
capital  remaining  in  any  year  recoverable  through  depletion 
allowances  is  the  sum  of  (a)  the  cost  of  the  property,  or  its 
fair  market  value  as  of  March  1,  1918,  or  its  fair  market 
value  within  80  days  after  discovery,  as  the  case  may  be, 
plus  (b)  the  cost  of  subsequent  improvements  and  develop- 
ment not  charged  to  current  operating  expenses,  but  minus 
(c)  deductions  for  depletion  which  has  or  should  have  been 
taken  to  date  and  (d)  the  portion  of  the  capital  account, 
if  any,  as  to  which  depreciation  has  been  and  is  being  de- 
ducted instead  of  depletion.  The  value  of  the  surface  of  the 
land  should  be  taken  into  consideration.  In  no  case,  how- 
ever, may  a  lessor  include  in  his  capital  recoverable  through 

•  Beg.  46,  Art.  70L 
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such  an  allowance  any  part  of  development  costs  not  borne 
by  the  lessor  nor  any  part  of  the  discovery  value/'* 

''In  the  case  of  a  lessee  the  capital  remaining  in  any  year 
recoverable  through  depletion  allowances  is  the  sum  of  (a) 
the  cost  of  the  leasehold,  or  its  fair  market  value  as  of  March 
1,  1918,  or  its  fair  market  value  within  80  days  after  dis- 
covery, as  the  case  may  be,  plus  (b)  the  cost  of  subsequent 
improvements  and  devdopment  not  charged  to  current  oper- 
ating expenses,  but  minus  (c)  deductions  for  depletion 
which  has  or  should  have  been  taken  to  date  and  (d)  the 
portion  of  the  capital  account,  if  any,  as  to  which  deprecia- 
tion has  been  and  is  being  deducted  instead  of  depletion. 
Any  annual  or  periodical  rents  or  royalties  supplementing  the 
bonus  or  other  amount  paid  for  the  lease  may  be  charged 
to  current  operating  expenses  or,  until  the  property  reaches 
the  operating  stage,  to  capital  account,  and  in  the  latter 
event  will  form  part  of  the  capital  returnable  through  deduc- 
tions for  depletion/'* 

''As  the  value  of  property  comprehends  the  interests  of 
both  lessor  and  lessee,  no  computation,  for  the  purpose  of 
depletion  allowances,  of  the  value  of  these  interests  sepa- 
rately as  of  any  date  which  combined  exceeds  the  value  of 
the  property  in  fee  simple  will  be  permitted.  The  same 
principle  applies  to  holders  of  fractional  interest.  If  the 
aggregate  deduction  claimed  is  deemed  excessive,  the  Com- 
missioner may  request  the  owner  or  lessee  to  show  that  the 
valuation  claimed  does  not  exceed  the  fair  market  value  of 
the  property  at  a  specified  date  determined  in  the  manner 
explained  in  article  206.  The  lessor  and  lessee  shall,  with 
the  approval  of  the  Commissioner,  equitably  apportion  the 
allowance  in  the  light  of  the  peculiar  conditions  in  each  case 
and  on  the  basis  of  their  respective  interests  therein.  To 
the  return  of  every  taxpayer  claiming  an  allowance  for  de- 
pletion in  respect  of  (a)  property  in  which  he  owns  a  frac- 
tional interest  only  or  (ft)  a  leasehold  or  (o)  property  sub- 
ject to  a  lease,  there  shall  be  attached  a  statement  setting 

•  Beg.  46,  Art.  209L  «  Reg.  46,  Art  203. 

166 


Digitized  by  VjOOQIC 


DEPLXTION  OF  MINES  §151 

forth  the  name  and  address  and  the  precise  nature  of  the 
holdings  of  each  person  interested  in  the  property/'* 

''In  any  case  in  which  a  depletion  or  depreciation  deduc- 
tion is  computed  on  the  basis  of  the  cost  or  price  at  which 
any  mine,  mineral  deposit,  mineral  right  or  leasehold  was 
acquired,  the  owner  or  lessee  will  be  required  upon  re- 
quest of  the  Commissioner  to  show  that  the  cost  or 
price  at  which  the  property  was  bought  was  fixed  for  the 
purpose  of  a  bona  fide  purchase  and  sale,  by  which 
the  property  passed  to  an  owner  in  fact  as  weU  as  in  form 
different  from  the  vendor.  No  fictitious  or  inflated  cost  or 
price  will  be  permitted  to  form  the  basis  of  any  calculation 
of  a  depletion  or  depreciation  deduction,  and  in- determining 
whether  or  not  the  price  or  cost  at  which  any  purchase  or 
sale  was  made  represented  the  actual  market  value  of  the 
property  sold,  due  weight  will  be  given  to  the  relationship 
or  connection  existing  between  the  person  selling  the  prop- 
erty and  the  buyer  thereof."* 

''Where  the  fair  market  value  of  the  property  at  a  speci- 
fied date  in  lieu  of  the  cost  thereof  is  the  bMis  for  depletion 
and  depreciation  deductions,  such  value  must  be  determined, 
subject  to  approval  or  revision  by  the  Commissioner,  by  the 
owner  of  the  property  in  the  light  of  the  conditions  and  cir- 
cumstances known  at  that  date,  regardless  of  later  discov- 
eries or  developments  in  the  property  or  in  methods  of  min- 
ing or  extraction.  The  value  sought  should  be  that  estab- 
lished, assuming  a  transfer  between  a  willing  seller  and  a 
willing  buyer  as  of  that  particular  date.  No  rule  or  method 
of  determining  the  fair  market  value  of  mineral  prop- 
erty is  prescribed,  but  the  Commissioner  will  lend  due 
weight  and  consideration  to  any  and  all  factors  and  evidence 
having  a  bearing  on  the  market  value,  such  as  cost,  actual 
sales  and  transfers  of  similar  properties,  market  value  of 
stock  or  shares,  royalties  and  rentals,  value  fixed  by  the 
owner  for  purposes  of  the  capital  stock  tax,  valuation  for 
local  or  State  taxation,  partnership  accountings,  records  of 
litigation  in  which  the  value  of  the  property  was  in  question, 

•  Beff.  45,  Art  901  •  Beg.  46,  Art  206. 
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the  amount  at  which  the  property  may  have  been  invento- 
ried in  probate  court,  disinterested  appraisals  by  approved 
methods,  and  other  factors/'^ 

'The  cost  of  the  property  or  its  fair  market  value  at  a 
specified  date,  as  the  case  may  be,  plus  subsequent  charges 
to  capital  account  not  deductible  as  current  expense,  will  be 
the  basis  for  determining  the  depletion  and  depreciation  de- 
ductions for  each  year  during  the  continuance  of  the  own- 
ership under  which  the  fair  market  value  or  cost  was  fixed, 
and  during  such  ownership  there  can  be  no  revaluation  for 
the  purpose  of  this  deduction.  This  rule  will  not  forbid  the 
redistribution  of  the  capital  account  over  the  estimated  num- 
ber of  units*  remaining  in  the  property  in  accordance  with 
either  of  the  next  two  articles."* 

''Every  taxpayer  claiming  a  deduction  for  depletion  will 
be  required  to  estimate  with  respect  to  each  separate  prop- 
erty the  total  units  (tons,  pounds,  ounces  or  other  units) 
of  ores  and  minerals  reasonably  known  or  on  good  evidence 
believed  to  have  existed  in  the  ground  on  March  1,  1913, 
or  on  the  date  of  acquisition  of  the  property,  or  within  30 
days  after  the  date  of  discovery,  as  the  case  may  be.  In 
estimating  the  total  units  of  ores  and  minerals  for  purposes 
of  depletion  the  property  must  be  considered  in  the  condi- 
tion in  which  it  was  on  March  1, 1913,  or  the  date  of  acqui- 
sition, or  within  30  days  after  the  date  of  discovery,  but  if 
subsequently  during  the  ownership  of  the  taxpayer  making 
the  return  additional  recoverable  mineral  deposits  have  been 
discovered  or  developed  which  were  not  taken  into  account 
in  estimating  the  number  of  units  for  purposes  of  depletion, 
or  if  it  shall  be  discovered  by  working,  development  or  ex- 
ploration that  ground  previously  estimated  to  contain  com- 
mercially recoverable  mineral  is  barren  or  contains  only  com- 
mercially unworkable  mineral,  a  new  estimate  of  the  recov- 
erable units  of  ores  or  minerals  (but  not  of  the  cost  or  fair 
market  value  at  a  specified  date)  shall  be  made  and  when 
made  shaU  thereafter  constitute  a  basis  for  depletion.  In 
the  selection  of  the  unit  of  estimate  the  custom  or  practice 

V  lUff.  46,  AH,  2M.  •  Beg.  40,  Art  207. 
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applicable  to  the  type  of  mineral  deposit  and  the  character 
of  the  operations  thereon  should  be  considered.  The  esti- 
mate of  the  recoverable  units  of  ores  or  minerals  for  the 
purpose  of  depletion  shall  include  (a)  the  ores  and  minerals 
"in  sight,"  "blocked  out/'  "developed,"  or  "assured,"  in  the 
usual  or  conventional  meaningr  of  these  terms  in  respect  to 
the  type  of  deposit,  and  may  also  include  (ft)  "prospective" 
or  "probable"  ores  and  minerals  (in  the  same  sense),  that  is, 
ores  and  minerals  that  are  believed  to  exist  on  the  basis  of 
good  evidence,  although  not  actually  known  to  occur  on  the 
basis  of  existing  development;  but  "probable"  or  "pros- 
pective" ores  and  minerals  may  be  computed  for  purposes 
of  depletion  only  as  extensions  of  known  deposits  into  unde- 
veloped ground."* 

"When  the  cost  or  value  as  of  March  1, 1913,  or  within  30 
days  after  the  date  of  discovery  of  the  property  shall  have 
been  determined,  and  the  number  of  mineral  units  in  the 
property  as  of  the  date  of  acquisition  or  valuation  shall  have 
been  estimated,  the  division  of  the  former  amount  by  the 
latter  figure  will  give  the  unit  value  for  purposes  of  deple- 
tion, and  the  depletion  allowance  for  the  taxable  year  may  be 
computed  by  multiplying  such  unit  value  by  the  number  of 
units  of  mineral  extracted  during  the  year.  If,  however, 
proper  additions  are  made  to  the  capital  account  represented 
by  the  orginal  cost  or  value  of  the  property,  or  unforeseen 
circumstances  necessitate  a  revised  estimate  of  the  number 
of  mineral  units  in  the  ground,  a  new  unit  value  for  purposes 
of  depletion  may  be  found  by  dividing  the  capital  account  at 
the  end  of  the  year,  less  deductions  for  depletion  to  the  be- 
ginning of  the  taxable  year  which  have  or  should  have  been 
taken,  by  the  number  of  units  in  the  ground  at  the  begin- 
ning of  the  taxable  year.  This  number,  unless  a  revision 
of  the  original  estimate  has  been  necessary,  will  equal  the 
number  of  units  in  the  ground  at  the  date  of  original  acqui- 
sition or  valuation  less  the  number  extracted  prior  to  the 
taxable  year.  If,  however,  a  recalculation  is  needed,  the 
number  of  units  at  the  beginning  of  the  year  will  be  the 

•  Reg.  46,  Art.  208. 

Digitized  by  VjOOQIC 


§  151  DEDUCTION'  FOR  DEPLETION 

sum  of  the  gross  production  of  the  year  and  the  estimated 
mineral  reserves  in  the  property  at  the  end  of  the  year."* 

"Where  the  owner  has  leased  a  mining  property  for  a 
term  of  years  with  a  requirement  in  the  lease  that  the  lessee 
shall  mine  and  pay  for  annually  a  specified  number  of  tons 
or  other  agreed  units  of  measurement  of  such  mineral,  or 
shall  pay  annually  a  specified  sum  of  money  which  shall  be 
applied  in  payment  of  the  purchase  price  or  agreed  royalty 
per  unit  of  such  mineral  whenever  the  same  shall  thereafter 
be  mined' and  removed  from  the  leased  premises,  the  value 
in  the  ground  to  the  lessor  for  purposes  of  depletion  of  the 
number  of  units  so  paid  for  in  advance  of  mining  will  con- 
stitute an  allowable  deduction  from  the  gross  income  of  the 
year  in  which  such  payment  or  payments  shall  be  made; 
but  no  deduction  for  depletion  by  the  lessor  shall  be  claimed 
or  allowed  in  any  subsequent  year  on  account  of  the  mining 
or  removal  in  such  year  of  any  ore  or  mineral  so  paid  for 
in  advance  and  for  which  deduction  has  been  once  made. 
If  for  any  reason  any  such  mining  lease  shall  be  terminated 
before  the  ore  or  mineral  therein  which  has  been  paid  for  in 
advance  has  been  mined  and  removed,  and  the  lessor  repos- 
sesses the  leased  property,  an  amount  equal  to  the  aggregate 
deductions  for  depletion  allowed  in  respect  of  ore  or  mineral 
not  mined  and  removed  by  the  lessee,  but  still  in  the  ground, 
will  be  deemed  income  to  the  lessor  and  will  be  returned  as 
such  for  the  year  in  which  the  property  is  repossessed."* 

"Every  taxpayer  claiming  and  making  a  deduction  for  de- 
pletion and  depreciation  of  mineral  property  shall  keep  ac- 
curate ledger  accounts  in  which  shall  be  charged  the  fair 
market  value  as  of  March  1,  1913,  or  within  30  days  after 
the  date  of  discovery,  or  the  cost,  as  the  case  may  be,  (a) 
of  the  property,  and  (b)  of  the  plant  and  equipment,  together 
with  such  amounts  expended  for  development  of  the  prop- 
erty or  additions  to  plant  and  equipment  since  that  date  as 
have  not  been  deducted  as  expense  in  his  returns.  These  ac- 
counts shall  be  credited  with  the  amount  of  the  depreciation 
and  depletion  deductions  claimed  and  allowed  each  year,  or 

1  Reg.  46,  Art  210.  •  Reg.  46.  Art  216. 
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the  amount  of  the  depreciation  and  depletion  shall  be  cred- 
ited to  depletion  and  depreciation  reserve  accounts,  to  the 
end  that  when  the  sum  of  the  credits  for  depletion  and  de- 
preciation equals  the  value  or  cost  of  the  property,  plus  the 
amount  added  thereto  for  development  or  additional  plant 
and  equipment,  less  salvage  value  of  the  physical  property, 
no  further  deduction  for  depletion  and  depreciation  with  re- 
spect to  the  property  will  be  allowed.  If  dividends  are  paid 
out  of  a  depletion  or  depreciation  reserve,  the  stockholders 
must  be  expressly  notified  that  the  dividend  is  a  return  of 
capital  and  not  an  ordinary  dividend  out  of  profits.  See 
article  1649/'* 

*To  the  return  of  the  taxpayer  claiming  a  deduction  for 
depletion  or  depreciation  or  both  there  should  be  attached 
a  statement  setting  out:  (a)  whether  the  owner  is  a  fee 
owner  or  lessee  or  both;  (b)  a  description  of  the  property 
owned  in  fee,  if  any,  and  a  description  of  the  leasehold 
property,  if  any,  including  the  date  of  acquisition  and  the 
date  of  expiration  of  the  lease;  (c)  the  fair  market  value  as 
of  March  1, 1913,  or  within  30  days  of  the  date  of  discovery, 
or  the  cost,  as  the  case  may  be,  of  the  property  owned  in  fee 
and  the  leasehold  property,  together  with  a  statement  of  the 
precise  method  by  which  the  value  or  the  cost  of  freehold 
and  leasehold  property  was  determined;  (d)  the  estimated 
number  of  units  of  mineral  or  ore  at  the  date  of  acquisition 
or  of  valuation  in  the  property  owned  in  fee  and  in  the  lease- 
hold property  separately,  together  with  an  explanation  of 
the  method  used  in  estimating  in  each  case  the  number  of 
units  of  mineral  or  ore  for  purposes  of  depletion;  (e)  the 
amount  of  capital  applicable  to  each  unit;  (/)  the  number 
of  units  removed  and  sold  during  the  year  for  which  the  re- 
turn was  made;  (g)  the  total  amount  deducted  on  account 
of  depletion  and  on  account  of  depreciation,  stated  sepa- 
rately, up  to  the  taxable  year  during  the  ownership  of  the 
taxpayer;  and  (h)  any  other  data  which  would  be  helpful 
in  determining  the  reasonableness  of  the  depletion  and  de- 
iSmation  deductions  claimed  in  the  return/'* 


•  Reg.  45,  Art.  2U.  «  B0ff.  46,  Art   217. 
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'Torm  A,  revised  (mining)  and  form  N  (oil  and  gas) 
have  been  prepared  for  the  use  of  taxpayers  engaged  in 
mining  or  in  the  production  of  oil  and  gas.  A  sufficient 
supply  will  be  sent  to  collectors  of  internal  revenue  for  dis- 
tribution. 

'These  forms  are  prescribed  to  facilitate  the  compilation 
and  presentation  of  certain  information  required  for  the 
audit  and  examination  of  the  returns  of  these  classes  of  tax- 
payers. If,  however,  it  is  more  convenient  to  use  other 
methods  of  tabulation,  the  information  so  furnished,  if 
complete,  will  be  accepted  in  lieu  of  those  forms. 

'The  information  called  for  by  these  forms  should  be 
filed  with  the  returns  in  complete  detail,  either  on  the  forms 
prescribed  or  in  other  suitable  manner.  This  requirement 
is  necessary  for  the  reason  that  depletion  sustained  must  be 
taken  into  consideration  in  the  computation  of  invested  cap- 
ital, regardless  of  whether  or  not  a  deduction  for  it  is 
claimed  or  has  been  claimed  for  it  in  the  past  by  the  tax- 
payer. 

'This  requirement  applies  to  individual  as  well  as  cor- 
porate taxpayers.*** 

'The  discovery  of  a  mine  or  a  natural  deposit  of  mineral, 
whether  it  be  made  by  an  owner  of  the  land  or  by  a  lessee, 
shall  be  deemed  to  mean  (a)  the  bona  fide  discovery  of  a 
commercially  valuable  deposit  of  ore  or  mineral  of  a  value 
materially  in  excess  of  the  cost  of  discovery  in  natural  ex- 
posure or  by  drilling  or  other  exploration  conducted  above 
or  below  ground,  or  (b)  the  development  and  proving  of  a 
mineral  or  ore  deposit  which  has  been  abandoned  or  appar- 
ently worked  out,*  or  sold,  leased  or  otherwise  disposed  of, 
by  an  owner  or  lessee  prior  to  the  development  of  a  body  of 
ore  or  mineral  of  sufficient  size,  quality  and  character  to  de- 
termine it,  in  connection  with  the  physical  and  geological 
conditions  of  its  occurrence,  to  be  a  mineable  deposit  of  ore 
or  mineral  having  a  value  materially  in  excess  of  the  cost  of 
the  proving  and  development.  In  determining  whether  a 
discovery  has  been  made  the  Commissioner  will  take  into  ac- 


•  T.  D.  2849,  May  27»  1910. 
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count  the  peculiar  conditions  of  the  case,  and  every  taxpayer 
claiming:  the  value  of  a  mineral  deposit  on  the  date  of  dis- 
covery or  within  30  days  thereafter  for  purposes  of  depletion 
will  be  required  to  attach  to  his  return  a  statement  setting 
forth  the  conditions  and  circumstances  of  the  discovery  and 
the  size,  character  and  location  of  the  deposit,  together  with 
the  cost  of  discovery,  its  value  and  the  precise  method  used 
in  determining  the  value.''* 

''In  the  case  of  mining  operations  all  expenditures  for 
plant,  equipment,  development,  rent  and  royalty  prior  to 
production,  and  thereafter  all  major  items  of  plant  and 
equipment,  shall  be  charged  to  capital  account  for  purposes 
of  depletion  and  depreciation.  After  a  mine  has  been  devel- 
oped and  equipped  to  its  normal  and  regular  output  capacity, 
however,  the  cost  of  additional  minor  items  of  equipment 
and  plant,  including  mules,  motors,  mine  cars,  trackage, 
cables,  trolley  wire,  fans,  small  tools,  etc.,  necessary  to  main- 
tain the  normal  output  because  of  increased  length  of  haul 
or  depth  of  working  consequent  on  the  extraction  of  mineral, 
and  the  cost  of  replacements  of  these  and  similar  minor 
items  of  worn-out  and  discarded  plant  and  equipment,  may 
be  charged  to  current  expense  of  operations,  unless  the  tax- 
payer elects  to  write  off  such  expenditures  through  charges 
for  depreciation."' 

'It  shall  be  optional  with  the  taxpayer,  subject  to  the  ap- 
proval of  the  Commissioner,  (a)  whether  the  cost  or  value 
of  the  mining  property,  including  ores  and  minerals,  plant 
and  equipment,  and  charges  and  additions  to  capital  account 
not  charged  to  expense  and  deducted  as  expense  on  the  re- 
turns of  the  taxpayer,  shall  be  recovered  at  a  rate  estab- 
lished by  current  exhaustion  of  mineral,  or  (ft)  whether  the 
cost  or  value  of  the  mineral  and  charges  to  capital  account 
of  expenditures  other  than  for  physical  property  shall  be 
recovered  by  appropriate  charges  based  on  depletion  and  the 
cost  or  value  of  plant  and  equipment  shall  be  recovered  by 
reasonable  charges  for  depreciation  calculated  by  the  usual 
rules  for  depreciation  or  according  to  the  peculiar  conditions 

•  Beg.  46,  Art  219.  v  Reg.  40^  Art  222. 
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of  the  taxpayer's  case  by  a  method  satisfactory  to  the  Ck)m^ 
missioner.  Nothing  in  these  regulations  shall  be  interpreted 
to  mean  that  the  value  of  a  mining  plant  and  equipment 
may  be  reduced  by  depreciation  or  depletion  deductions  to  a 
sum  below  the  value  of  the  salvage  when  the  property  shall 
have  become  obsolete  or  shall  have  been  abandoned  for  the 
purpose  of  mining,  or  that  any  part  of  the  value  of  land  for 
purposes  other  than  mining  may  be  recoverable  through 
depletion  or  depredation.'^* 

§  162.  Depletion  of  oil  and  gas  wells^ — ^In  general  the  al- 
lowance for  the  depletion  of  oil  and  gas  wells  and  for  the  de- 
preciation of  improvements  is  similar  to  the  allowance  in 
the  case  of  mines,  and  the  preceding  section  should  be  re- 
ferred to  for  the  broad  principles  applicable.  The  following 
paragraphs  deal  with  the  special  provisions  of  the  regu- 
lations relating  to  oil  and  gas  wells/ 

''In  the  case  of  either  an  owner  or  lessee  it  will  be  required 
that  an  estimate,  subject  to  the  approval  of  the  Commis- 
sioner, shall  be  made  of  the  probable  recoverable  oil  con- 
tained in  the  territory  with  respect  to  which  the  investment 
is  made  as  of  the  time  of  purchase,  or  as  of  March  1,  1913, 
if  acquired  prior  to  that  date,  or  within  80  days  after  the 
date  of  discovery,  as  the  case  may  be.  The  oil  reserves  must 
be  estimated  for  all  undeveloped  proven  land  as  well  as  pro- 
ducing land.  If  information  subsequently  obtained  clearly 
shows  the  estimate  to  have  been  materially  erroneous,  it 
may  be  revised  with  the  approval  of  the  CoDMnissioner."* 

''On  account  of  the  peculiar  conditions  surrounding  the 
production  of  natural  gas  it  will  be  necessary  to  compute 
the  depletion  allowances  for  gas  properties  by  methods  suit- 
able to  the  particular  cases  in  question  and  acceptable  to  the 
Commissioner.  Usually,  the  depletion  of  natural  gas  prop- 
erties should  be  computed  on  the  basis  of  decline  in  closed 
or  rock  pressure,  taking  into  account  the  effects  of  water 
encroachment  and  any  other  modifying  factors.    The  gas 

r  •    •  III  I 

•  Reg.  45,  Art.  224.  „    ^,, 
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producer  will  be  expected  to  compute  the  depletion  as  ac- 
curately as  possible  and  submit  with  his  return  a  descrip- 
tion of  the  method  by  which  the  computation  was  made. 
The  following  formula,  in  which  the  units  of  gas  are  pounds 
per  square  inch  of  closed  pressure,  may  be  used  and  is  rec- 
ommended; the  quotient  of  the  capital  account  recoverable 
through  depletion  allowances  to  the  end  of  the  taxable  year, 
divided  by  the  sum  of  the  pressures  at  the  beginning  of  the 
year  less  the  sum  of  the  pressures  at  the  time  of  expected 
abandonment  (which  quotient  is  the  unit  cost),  multiplied 
by  the  sum  of  the  pressures  at  the  beginning  of  the  taxable 
year  plus  the  sum  of  the  pressures  of  new  wells  less  the 
sum  of  the  pressures  at  the  end  of  the  tax  year,  equals  the 
depletion  allowance."* 

"Beginning  with  1919  closed  pressure  readings  of  repre- 
sentative wells,  if  not  of  all  wells,  must  be  carefully  made 
and  kept.  In  order  to  standardize  pressure  readings  the  well 
should  remain  closed  until  the  pressure  does  not  build  up 
more  than  1  per  cent  of  the  total  pressure  in  ten  minutes. 
Ordinarily  24  hours  will  suffice  for  this  purpose,  but  some 
wells  will  need  to  remain  closed  for  a  longer  period.  If  there 
is  any  water  in  the  well  it  should  be  blown  or  pumped  off 
before  the  well  is  closed.  A  closed  pressure  reading  of  a 
gas  well  which  has  been  producing,  or  is  near  gas  wells  that 
have  been  producing,  is  lower  than  the  actual  pressure  of 
the  gas  in  the  reservoir  by  an  amount  depending  on  the 
well's  location  with  reference  to  other  producing  wells  and 
the  length  of  time  it  has  been  closed  in.  It  is  necessary  to 
record  the  length  of  time  the  well  has  been  closed  and  to 
show  how  the  pressure  built  up  during  this  period.  Succes- 
sive readings  will  indicate  the  point  at  which  the  pressure 
becomes  approximately  stationary,  that  is,  the  point  at 
which  the  closed  pressure  approaches  as  nearly  as  possible 
the  maximum  pressure  which  would  be  shown  if  all  wells 
in  the  pool  were  closed  for  several  months.  The  length  of 
time  required  varies  with  the  character  of  the  sand,  position 
of  the  packer,  the  location  of  the  well  with  reference  to  other 


•  Reg.  46,  Art  2U. 
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wells,  the  limits  of  the  pool,  and  other  factors.  The  depth 
of  the  well,  diameter  of  tubing,  and  line  pressure  when  the 
well  was  shut  off,  should  be  noted.  Since  readings  at  the 
exact  end  of  the  taxable  year  will  ordinarily  not  be  available, 
the  pressure  of  that  date  may  be  obtained  by  interpolation  or 
extrapolation.  In  certain  cases  readings  taken  regularly  in 
September  or  some  other  month  may  be  applicable  to  the  end 
of  the  taxable  year.  As  a  general  rule  September  closed 
pressure  readings  furnish  the  best  indication  of  depletion  and 
it  is  recommended  that  such  readings  be  made  with  regu- 
larity and  care.  Where  interpolated  or  extrapolated  read- 
ings are  used  the  data  from  which  they  are  obtained  should 
be  given.  Gauges  should  be  of  appropriate  capacity  and 
should  be  frequently  tested.  A  record  should  be  kept  of 
the  number  of  gauges,  date  each  was  tested,  names  bt  men 
testing,  and  other  significant  details.'" 

"If  by  reason  of  the  youth  of  the  field,  the  restricted  pro- 
duction,' or  for  any  other  cause,  it  is  not  possible  to  deter- 
mine with  any  degree  of  certainty  the  quantity  of  oil  orgas 
in  a  property,  it  will  be  necessary  to  make  a  tentative  esti- 
mate which  will  apply  until  production  figures  are  available 
from  which  an  accurate  determination  may  be  made."* 

"(1)  The  recoverable  oil  belonging  to  the  taxpayer  shall 
be  estimated  separately  on  the  smallest  unit  on  which  data 
are  available,  such  as  individual  wells  or  tracts,  and  these 
added  together  into  a  grand  total  to  be  applied  to  the  total 
capital  account  returnable  through  depletion.  The  capital 
account  shall  include  the  cost  or  value,  as  the  case  may  be, 
of  all  oil  or  gas  leases  or  rights  within  the  United  States  and 
its  possesions,  plus  all  incidental  costs  of  develoment  not 
charged  as  expense  nor  returnable  through  depreciation. 
The  unit  value  of  the  total  recoverable  oil  or  gas  is  the  quo- 
tient obtained  by  dividing  the  total  capital  account  recov- 
erable through  depletion  by  the  total  estimated  recoverable 
oil  or  gas.  This  unit  multiplied  by  the  total  number  of  units 
of  oil  or  gas  produced  by  the  taxpayer  during  the  taxable 
year  from  all  of  the  oil  and  gas  properties  will  determine 

•  Reff.  4S»  Art.  213.  «  Reg.  45,  Art  21S. 
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the  amount  which  may  be  allowably  deducted  from  the  gross 
income  of  that  year. 

''(2)  In  the  case  of  the  gas  properties  of  a  taxpayer  the 
depletion  allowance  for  each  pool  may  be  computed  by  using 
the  combined  capital  account  returnable  through  depletion 
of  all  the  tracts  of  gas  land  owned  by  the  taxpayer  in  the 
pool  and  the  average  decline  in  rock  pressures  of  all  the 
taxpayer's  wells  in  such  pool  in  the  formula  given  in  article 
211.  The  total  allowance  for  depletion  of  the  gas  properties 
of  the  taxpayer  will  be  the  sum  of  the  amounts  computed 
for  each  pool."* 

"To  each  return  made  by  a  person  owning  or  operating  oil 
or  gas  properties,  there  should  be  attached  a  statement 
showing  for  each  property  the  following  information,  which 
may  be  given  in  the  form  of  a  table,  if  desired,  by  taxpayers 
owning  more  than  one  property:  (a)  the  fair  market  value 
of  the  property  (exclusive  of  machinery,  equipment,  etc., 
and  the  value  of  the  surface  rights)  as  of  March  1, 1918,  if 
acquired  prior  to  that  date;  or  the  fair  market  value  of  the 
property  within  30  days  after  the  date  of  discovery;  or  the 
actual  cost  of  the  property,  if  acquired  subsequently  to  Feb- 
ruary 28,  1918,  and  not  covered  by  the  foregoing  clause; 
(6)  how  the  fair  market  value  was  ascertained,  if  the  prop- 
erty came  under  the  first  or  second  head  under  (a) ;  (c) 
the  estimated  quantity  of  oil  or  gas  in  the  property  at  the 
time  that  the  value  or  cost  was  determined;  (d)  the  name 
and  address  of  the  person  making  the  estimate  and  the  man- 
ner in  which  this  estimate  was  made,  including  a  summary 
of  the  calculations ;  (e)  the  amount  of  capital  applicable  to 
each  unit  (this  being  found  by  dividing  the  value  or  cost,  as 
the  case  may  be,  by  the  estimated  number  of  units  of  oil  or 
gas  in  the  property  at  the  time  the  value  or  cost  was  deter- 
mined) ;  (/)  the  quantity  of  oil  or  gas  produced  during  the 
year  for  which  the  return  is  made  (in  the  case  of  new  prop- 
erties it  is  desirable  that  this  information  be  furnished  by 
months) ;  (g)  the  number  of  acres  of  producing  and  proven 
oil  or  gas  limd ;  (h)  the  number  of  wells  producing  at  the  be- 

•  Reff.  45,  Art  214. 
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ginning  and  end  of  the  taxable  year;  (<)  the  date  of  comple- 
tion of  wells  finished  during  the  taxable  year;  (;)  the  date 
of  abandonment  of  all  wells  abandoned  during  the  taxable 
year;  (k)  a  property  map  showing  the  location  of  the  prop- 
erty and  of  the  producing  and  abandoned  wells,  dry  holes, 
and  proven  oil  and  gas  land;  (0  the  average  gravity  of 
the  oil  produced  on  the  tract;  (m)  the  number  of  pay  sands 
and  average  thickness  of  each  pay  sand  or  zone  on  the  prop- 
erty; (n)  the  average  depth  to  the  top  of  each  of  the  dif- 
ferent pay  sands;  (o)  any  date  regarding  change  in  operat- 
ing conditions,  such  as  flooding,  use  of  compressed  air, 
vacuum,  shooting,  etc.,  which  have  a  direct  effect  on  the 
production  of  the  property;  (p)  the  monthly  or  annual  pro- 
duction of  individual  wells  and  the  initial  daily  production 
of  new  wells  (this  is  highly  desirable  information  and 
should  be  furnished  wherever  possible) ;  (q)  (for  the  first 
year  in  which  the  above  information  is  filed  for  a  property 
which  was  producing  prior  to  the  taxable  year  covered  by 
the  above  statement  the  following  information  must  be  fur- 
nished) annual  production  of  the  tract  or  of  the  individual 
wells,  if  the  latter  information  is  available,  from  the  begin- 
ning of  its  productivity  to  the  begining  of  the  taxable  year 
for  which  the  return  was  filed ;  the  average  number  of  wells 
producing  during  each  year;  and  the  initial  daily  production 
of  each  well;  and  (r)  any  other  data  which  will  be  helpful  in 
determining  the  reasonableness  of  the  depletion  deduction. 
When  a  taxpayer  has  filed  adequate  maps  with  the  Commis- 
sioner he  may  be  relieved  of  filing  further  maps  of  the  same 
properties,  provided  all  additional  information  necessary  for 
keeping  the  maps  up  to  date  is  filed  each  year.  This  includes 
records  of  dry  holes,  as  well  as  producing  wells,  together 
with  logs,  depth  and  thickness  of  sands,  location  of  new 
wells,  etc.  By  'production''  is  meant  the  net  production  of 
oil  or  gas  belonging  to  the  taxpayer.  In  those  leases  where 
no  account  is  kept  of  the  oil  or  gas  used  for  fuel,  the  produc- 
tion will  necessarily  be  that  remaining  after  the  fuel  used 
in  the  property  has  been  taken  out.    In  cases  of  this  kind 
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an  estimate  of  the  fuel  used  from  each  tract  should  be  given 
for  each  year."* 

''Section  214(a)  (10)  and  section  234(a)  (9)  provide  that 
taxpayers  who  discover  oil  and  gas  wells  on  or  after  March 
1,  1913,  may,  under  the  circumstances  therein  prescribed, 
determine  the  fair  market  value  of  such  property  at  the 
date  of  discovery  or  within  30  days  thereafter  for  the  pur- 
pose of  ascertaining  allowable  deductions  for  depletion.  Be- 
fore such  valuation  may  be  made  the  statute  requires  that 
two  conditions  precedent  be  satisfied,  (1)  that  the  fair 
market  value  of  such  property  (oil  and  gas  wells)  on  the 
date  of  discovery  or  within  30  days  thereafter  became 
materially  disproportionate  to  the  cost,  by  virtue  of  the  dis- 
covery, and  (2)  that  such  oil  and  gas  wells  were  not  acquired 
as  the  result  of  purchase  of  a  proven  tract  or  lease/'' 

''(1)  For  the  purpose  of  these  sections  of  the  Revenue  Act 
of  1918,  an  oil  or  gas  well  may  be  said  to  be  discovered  when 
there  is  either  a  natural  exposure  of  oil  or  gas,  or  a  drilling 
that  discloses  the  actual  and  physical  presence  of  oil  or  gas 
in  quantities  sufficient  to  justify  commercial  exploitation. 
Quantities  sufficient  to  justify  commercial  exploitation  are 
deemed  to  exist  when  the  quantity  and  quality  of  the  oil 
or  gas  so  recovered  from  the  well  are  such  as  to  afford  a 
reasonable  expectation  of  at  least  returning  the  capital  in- 
vested in  such  well  through  the  sale  of  the  oil  or  gas,  or  both, 
to  be  derived  therefrom. 

"  (2)  A  proven  tract  or  lease  may  be  a  part  or  the  whole  of 
a  proven  area.  A  proven  area  for  the  purposes  of  this 
statute  shall  be  presumed  to  be  that  portion  of  the  produc- 
tive sand  or  zone  or  reservoir  included  in  a  square  surface 
area  of  160  acres  having  as  its  centre  the  mouth  of  a  weU 
producing  oil  or  gas  in  commercial  quantities.  In  other 
words,  a  producing  well  shall  be  presumed  to  prove  that  por- 
tion of  a  given  sand,  zone,  or  reservoir  which  is  included  in 
an  area  of  160  acres  of  land,  regardless  of  private  boun- 
daries. The  centre  of  such  square  area  shall  be  the  mouth 
of  the  well,  and  its  sides  shall  be  parallel  to  the  section  lines 

•  Beg.  46,  Art.  218. 

'*  Reg.  46,  Art.  220,  as  amended  by  T.  D.  2956,  Dec.  2,  1919. 
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established  by  the  United  States  system  of  public  land  sur- 
veys  in  the  district  in  which  it  is  located.  Where  a  district 
is  not  covered  by  the  United  States  land  surveys,  the  sides 
of  said  area  shall  run  north  and  south,  east  and  west. 

"So  much  of  a  taxpayer's  tract  or  lease  which  lies  within 
an  area  proven  either  by  himself  or  by  another  is  'a  proven 
tract  or  lease'  as  contemplated  by  the  statute,  and  the  dis- 
covery of  a  well  thereon  will  not  entitle  such  taxpayer  to 
revalue  such  well  for  the  purpose  of  depletion  allowances, 
unless  the  tract  or  lease  had  been  acquir^  before  it  became 
proven.  And  even  though  a  well  is  brought  in  on  a  tract  or 
lease  not  included  in  a  proven  area  as  heretofore  defined, 
nevertheless  it  may  not  entitle  the  owner  of  the  tract  or  lease 
in  which  such  well  is  located  to  revaluation  for  depletion 
purposes,  if  such  tract  or  lease  lies  within  a  compact  area 
which  is  immediately  surrounded  by  proven  land,  and  the 
geologic  structural  conditions  on  or  under  the  land  so  in- 
closed may  reasonably  warrant  the  belief  that  the  oil  or  gas 
of  the  proven  area  extends  thereunder.  Under  such  cir- 
cumstances the  entire  area  is  to  be  regarded  as  proven  land. 

"(3)  The  'propertjr*  which  may  be  valued  after  discovery 
is  the  *well.'  For  the  purposes  of  these  sections  the  Veil* 
is  the  drill  hole,  the  surface  necessary  for  the  drilling  and 
operation  of  the  well,  the  oil  or  gas  content  of  the  particular 
sand,  zone,  or  reservoir  (limestone,  breccia,  crevice,  etc.)  in 
which  the  discovery  was  made  by  the  drilling  and  from 
which  the  production  is  drawn,  to  the  limit  of  the  taxpayer's 
private  bounding  lines,  but  not  beyond  the  limits  of  the 
proven  area  as  heretofore  provided. 

"(4)  A  taxpayer  to  be  entitled  to  revalue  his  property 
after  March  1, 1913,  for  the  purpose  of  depletion  allowances 
must  make  a  discovery  after  said  date  and  such  discovery 
must  result  in  the  fair  market  value  of  the  property  becom- 
ing disproportionate  to  the  cost.  The  fair  market  value  of 
the  property  will  be  deemed  to  have  become  disproportionate 
to  the  cost  when  the  output  of  such  well  of  oil  or  gas  affords 
a  reasonable  expectation  of  returning  to  the  taxpayer  an 
amount  materially  in  excess  of  the  cost  of  the  land  or  lease 
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if  acquired  since  March  1, 1913,  or  its  fair  market  value  on 
March  1,  1913,  if  acquired  prior  thereto,  plus  the  cost  of 
exploration  and  development  work  to  the  time  the  well  was 
brought  in/'* 

'In  order  to  meet  the  requirements  of  the  preceding  article 
to  the  satisfaction  of  the  Commissioner,  the  taxpayer  will 
be  required,  among  other  things,  to  submit  the  following 
with  his  return:  (a)  a  map  of  convenient  scale,  showing  the 
location  of  the  tract  and  discovery  well  in  question  and  of 
the  nearest  producing  well,  and  the  development  for  a  radius 
of  at  least  3  miles  from  the  tract  in  question,  both  on  the 
date  of  discovery  and  on  the  date  when  the  fair  market  value 
was  set;  (6)  a  certified  copy  of  the  log  of  the  discovery  well, 
showing  the  location,  the  date  drilling  began,  the  date  of 
completion  and  beginning  of  production,  the  formations 
penetrated,  the  oil,  gas,  and  water  sands  penetrated,  the  cas- 
ing record,  including  the  record  of  pei^orations,  and  any 
other  information  tending  to  show  the  condition  of  the  well 
and  the  location  of  the  sand  or  zone  from  which  the  oil  or 
gas  is  produced  on  the  date  the  discovery  was  claimed;  (c) 
a  sworn  record  of  production,  clearly  proving  the  commercial 
productivity  of  the  discovery  well ;  (d)  a  sworn  copy  of  the 
records,  showing  the  cost  of  the  property;  and  (e)  a  full 
explanation  of  the  method  of  determining  the  value  on  the 
date  of  discovery  or  within  30  days  thereafter,  supported  by 
satisfactory  evidence  of  the  fairness  of  this  value."* 

''Such  incidental  expenses  as  are  paid  for  wages,  fuel,  re- 
pairs, hauling,  etc.,  in  connection  with  the  exploration  of  the 
property,  drilling  of  wells,  building  of  pipe  lines,  and  devel- 
opment of  the  property  may  at  the  option  of  the  taxpayer 
be  deducted  as  an  operating  expense  or  charged  to  the  capi- 
tal account  returnable  through  depletion.  If  in  exercising 
this  option  the  taxpayer  charges  these  incidental  expenses 
to  capital  account,  in  so  far  as  such  expense  is  represented 
by  physical  property  it  may  be  taken  into  account  in  deter- 
mining a  reasonable  allowance  for  depreciation.  The  cost  of 
drilling  nonproductive  wells  may  at  the  option  of  the  opera- 

•  Reff.  46.  Art  220(a),  added  by  T.  D.  2066.  Dee.  2,  1919. 

•  Reg.  46»  Art  221,  aa  amended  by  T.  D.  2966.  Dec.  2,  1919. 
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tor  be  deducted  from  gross  income  as  an  operating  expense 
or  charged  to  capital  account  returnable  through  depletion 
and  depreciation  as  in  the  case  of  productive  wells.  An 
election  once  made  under  this  option  will  control  the  tax- 
payer's returns  for  all  subsequent  years.  Casing-head  gas 
contracts  have  been  construed  to  be  tangible  assets  and 
their  cost  may  be  added  to  the  capital  account  returnable 
through  depletion,  following  the  rate  set  by  the  oil  wells 
from  which  the  gas  is  derived,  or,  if  the  Uf e  of  the  contract 
is  shorter  than  the  reasonable  expectation  of  the  life  of  the 
wells  furnishing  the  gas,  the  capital  invested  in  the  contract 
may  be  written  off  through  yearly  allowances  equitably  dis- 
tributed over  the  life  of  the  contract.  All  oil  produced  dur- 
ing the  taxable  year,  whether  sold  or  unsold,  must  be  con- 
sidered in  the  computation  of  the  depletion  allowance  for 
that  year.  In  computing  net  income  all  oil  in  storage  at 
the  beginning  and  at  the  end  of  the  taxable  year  must  be 
inventoried  at  cost,  that  is,  unit  cost  plus  lifting  cost.  Where 
deductions  for  depreciation  or  depletion  have  either  on  the 
books  of  the  taxpayer  or  in  his  returns  of  net  income  been 
included  in  the  past  in  expense  or  other  accounts,  rather 
than  specifically  as  depreciation  or  depletion,  or  where  capi- 
tal expenditures  have  been  charged  to  expense  in  lieu  of  de- 
preciation or  depletion,  a  statement  indicating  the  extent  to 
which  this  practice  has  been  carried  should  accompany  the 
return.''* 

'^oth  owners  and  lessees  operating  oil  or  gas  properties 
will,  in  addition  to  and  apart  from  the  deduction  allowable 
for  the  depletion  or  return  of  capital  as  hereinbefore  pro- 
vided, be  permitted  to  deduct  a  reasonable  allowance  for  de- 
preciation of  physical  property,  such  as  machinery,  tools, 
equipment,  pipes,  etc.,  so  far  as  not  in  conflict  with  the 
option  exercised  by  the  taxpayer  under  article  223.  The 
amount  deductible  on  this  account  shall  be  such  an  amount 
based  upon  its  cost  or  fair  market  value  as  of  March  1, 
1918,  equitably  distributed  over  its  useful  life  as  will  bring 
such  property  to  its  true  salvage  value  when  no  longer  use- 


1  Reff.  46,  Art  22^ 
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ful  for  the  purpose  for  which  such  property  was  acquired. 
Accordingly,  where  it  can  be  shown  to  the  satisfaction  of  the 
C!ommissioner  that  the  reasonable  expectation  of  the  eco- 
nomic life  of  the  oil  or  gas  deposit  with  which  the  property 
is  connected  is  shorter  than  the  normal  useful  life  of  the 
physical  property,  the  amount  annually  deductible  for  de- 
predation may  for  such  property  be  based  upon  the  length 
of  life  of  the  deposit   See  articles  161-170/ 

''If  upon  examination  it  is  found  that  in  respect  of  the 
entire  drilling  cost  of  wells,  including  phjrsical  property  and 
incidental  expenses,  between  March  1,  1913,  and  December 
31,  1916,  a  taxpayer  has  been  allowed  a  reasonable  deduc- 
tion sufiScient  to  provide  for  the  elements  of  exhaustion, 
wear  and  tear,  and  depletion,  it  will  not  be  necessary  to 
reopen  the  returns  for  years  prior  to  1916  in  order  to  ^ow 
separately  in  these  years  the  portions  of  such  deduction  rep- 
resenting depletion  and  depreciation,  respectively.  Such 
separation  will  be  required  to  be  made  of  the  reserves  for 
depreciation  at  January  1,  1916,  and  proper  allocation  be- 
tween depreciation  and  depletion  must  be  maintained  after 
that  date.  In  any  case  in  which  it  is  found  that  the  deduc- 
tions taken  between  liarch  1,  1913,  and  December  31, 1916, 
are  not  reasonable,  amended  returns  may  be  required  for 
these  years.    See  article  839.'' 


i9f 


§153.  Deletion  of  timber. — ^The  allowance  for  the  deple- 
tion of  timber  is  similar  to  the  allowance  for  the  depletion 
of  mines,  and  §161  should  accordingly  be  referred  to 
for  many  principles  applicable.  The  provisions  concerning 
the  discovery  of  mineral  deposits  do  not,  however,  apply  to 
timber.  The  following  paragraphs  deal  specifically  with  the 
computation  of  the  depletion  allowances  in  the  case  of 
timber.* 

''A  reasonable  deduction  from  gross  income  for  the  deple- 
tion of  timber  and  for  the  depreciation  of  improvements  is 
permitted,  based  (a)  upon  cost  if  acquired  after  February 

>  Reg.  46.  Art  225. 
•  Re£.  4S,  Art.  2M. 
«  Cf.  Doyle  t.  Mitchell  Bros.  Coal  Co.,  2X  Fed.  686,  247  U.  &  179  (R.  ▲.  1900). 
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28»  1913,  or  (ft)  upon  the  fair  market  value  as  of  March  1, 
1913,  if  acquired  prior  thereto.  The  essence  of  this  pro- 
vision is  that  the  owner  of  timber  property,  whether  it  be 
a  leasehold  or  a  freehold,  shall  secure  through  an  aggregate 
of  annual  depletion  and  depreciation  deductions  a  return  of 
the  amount  of  capital  invested  by  him  in  the  property,  or 
in  lieu  thereof  an  amount  equal  to  its  fair  market  value  as 
of  March  1,  1913,  plus  in  any  case  the  subsequent  cost  of 
plant,  equipment  and  development  which  is  not  chargeable 
to  current  operating  expenses,  but  not  including  cut-over 
land  values.''*  ,    j        ^ 

''In  general,  the  capital  remaining  in  any  year  recoverable 
through  depletion  allowances  may  be  determined  as  indi- 
cated in  articles  202  and  203.  In  the  case  of  leases  the  ap- 
portionment of  deductions  between  the  lessor  and  lessee 
should  be  made  as  specified  in  article  204.  Where  it  becomes 
necessary  to  determine  the  cost  or  fair  market  value  as  of 
March  1, 1913,  of  the  property,  the  rules  laid  down  in  articles 
205  and  206  should  be  followed  so  far  as  possible.''* 

''An  allowance  for  the  depletion  of  timber  in  any  taxable 
year  shall  be  based  upon  the  nimiber  of  feet  of  stumpage 
cut  during  the  year  and  the  unit  cost  of  the  stumpage  at 
the  date  of  acquisition  or  the  unit  market  value  on  March 
1, 1913,  if  acquired  prior  thereto.  The  unit  market  value  as 
of  March  1, 1913,  shall  be  the  unit  price  at  which  the  stand- 
ing timber  in  its  then  condition  and  in  view  of  its  then  en- 
vironment could  have  been  sold  for  cash  or  its  equivalent. 
The  amount  of  the  deduction  for  depletion  in  any  tucable 
year  shall  be  the  product  of  the  number  of  feet  of  stumpage 
cut  during  the  year  multiplied  by  such  unit  cost  or  market 
value  of  the  stumpage."* 

"The  fair  market  value  of  stumpage  when  determined  as 
of  March  1, 1913,  for  the  purpose  of  depletion  allowances  in 
the  case  of  timber  acquired  prior  thereto,  shall  be  the  basis 
for  determining  the  depletion  deduction  for  each  year  dur- 
ing the  continuance  of  the  ownership  under  which  the  fair 
market  value  of  the  stumpage  was  fixed,  and  during  such 

•  Reff.  46.  Art  227.  *  Reg.  40,  Art  220. 

•  Beg.  46,  Art.  22& 
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ownership  there  can  be  no  redetermination  of  the  fair  mar- 
ket value  of  the  stumpage  for  such  purpose.  However,  the 
unit  market  value  of  stumpage  adopted  by  the  taxpayer  may 
subsequently  be  changed  if  from  any  cause  such  value,  if 
continued  as  a  basis  of  depletion,  should  upon  evidence  satis- 
factory to  the  Commissioner  be  found  inadequate  or  exces- 
sive for  the  extinguishment  of  the  fair  market  value  of  the 
timber  as  of  March  1, 1913/" 

'In  the  case  of  timber  operations  all  expenditures  for 
plant,  equipment,  development,  rent  and  royalty  prior  to 
production,  and  thereafter  all  major  items  of  plant  and 
equipment,  shall  be  charged  to  capital  account  for  purposes 
of  depreciation.  After  a  timber  operation  and  plant  has 
been  developed  and  equipped  to  its  normal  and  regular  out- 
put capacity,  the  cost  of  additional  minor  items  of  equip- 
ment and  the  cost  of  replacement  of  minor  items  of  worn- 
out  and  discarded  plant  and  equipment  may  be  charged  to 
current  expenses  of  operations.* 

'The  cost  or  value  as  of  March  1,  1918,  as  the  case  may 
be,  of  development  not  represented  by  physical  property 
having  an  inventory  value,  and  such  cost  or  value  of  all 
physical  property  which  has  not  been  deducted  and  allowed 
as  expense  in  the  returns  of  the  taxpayer,  shall  be  recover- 
able through  depreciation.  It  shall  be  optional  with  the 
taxpayer,  subject  to  the  approval  of  the  Commissioner,  (a) 
whether  the  20st  or  value,  as  the  case  may  be,  of  the  prop- 
erty subject  to  depreciation  shall  be  recovered  at  a  rate  es- 
tablished by  current  exhaustion  of  stumpage,  or  (h)  whether 
the  cost  or  value  shall  be  recovered  by  appropriate  charges 
for  depreciation  calculated  by  the  usual  rules  for  deprecia- 
tion or  according  to  the  peculiar  conditions  of  the  taxpayer's 
case  by  a  method  satisfactory  to  the  Conmiissioner.  In  no 
case  may  charges  for  depreciation  be  based  on  a  rate  which 
will  extinguish  the  cost  or  value  of  the  property  prior  to 
the  termination  of  its  useful  life.  Nothing  in  these  regula- 
tions shall  be  interpreted  to  mean  that  the  value  of  a  timber 
plant  and  equipment,  so  far  as  it  is  represented  by  physical 

•  Beg.  4S,  Art  280.  •  Beg.  45,  Art.  281. 
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property  having  an  inventory  value,  may  be  reduced  by  de- 
preciation deductions  to  a  sum  below  the  value  of  the  salr 
vage  when  the  plant  and  equipment  shall  have  become  obso- 
lete or  worn  out  or  shall  have  been  abandoned,  or  that  any 
part  of  the  value  of  cut-over  land  may  be  recoverable 
through  depreciation."' 

'To  the  return  of  the  taxpayer  claiming  a  deduction  for 
depletion  or  depreciation  or  both  there  should  be  attached 
a  statement  setting  out  (a)  whether  the  owner  is  an  owner 
in  fee  or  a  lessee  or  both;  (6)  a  description  of  the  property 
owned  in  fee,  if  any,  and  a  description  of  the  leasehold  prop- 
erty, if  any,  including  the  date  of  acquisition  and  the  date 
of  expiration  of  the  lease ;  (o)  the  cost  of  the  freehold  and 
the  leasehold  property;  (d)  the  number  of  feet  of  timber 
removed  and  sold  during  the  year  for  which  the  return  was 
made;  (e)  the  total  amount  deducted  on  account  of  deple- 
tion and  on  account  of  depreciation,  stated  separately,  up  to 
the  taxable  year  during  the  ownership  of  the  taxpayer;  and 
(/)  any  other  data  which  would  be  helpful  in  determining 
the  reasonableness  of  the  depletion  and  depreciation  deduc- 
tions claimed  in  the  return.  The  taxpayer  shall  keep  accu- 
rate ledger  accounts  as  outlined  in  article  216,  and  in  general 
should  comply  with  the  requirements  of  the  foregoing  arti- 
cles relating  to  the  depletion  of  mines  and  oil  and  gas  wells 
so  far  as  applicable."* 

"Where  the  fair  market  value  of  the  property  at  a  spe- 
cified date  in  lieu  of  the  cost  thereof  is  the  basis  for  deple- 
tion and  depreciation  deductions,  such  value  must  be  deter- 
mined, subject  to  approval  or  revision  by  the  Commissioner, 
by  the  owner  of  the  property  in  the  light  of  the  most  reli- 
able and  accurate  information  with  reference  to  the  condi- 
tion of  the  property  as  it  existed  at  that  date,  regardless  of 
all  subsequent  changes,  such  as  changes  in  surrounding  cir- 
cumstances, in  methods  of  exploitation,  in  degree  of  utiliza- 
tion, etc.  The  value  sought  should  be  that  established,  as- 
suming a  transfer  between  a  willing  seller  and  a  willing 
buyer  as  of  that  particular  date.    No  rule  or  method  of  de- 

iReg.  45,  Art.  232.  »  Reg.  45,  Art.  288. 
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termining  the  fair  market  value  of  timber  property  is  pre- 
scribed, but  the  Commissioner  will  give  due  weight  and  con- 
sideration to  any  and  all  facts  and  evidence  having  a  bear^ 
ing  on  the  market  value,  such  as  cost,  actual  sales,  and  trans- 
fers of  similar  properties,  market  value  of  stock  or  shares, 
royalties  and  rentals,  value  fixed  by  the  owner  for  purposes 
of  the  capital  stock  tax,  valuation  for  local  or  State  taxation, 
partnership  accountings,  records  of  litigation  in  which  the 
value  of  the  property  was  in  question,  the  amount  at  which 
the  property  may  have  been  inventoried  in  probate  court, 
disinterested  appraisals  by  approved  methods,  and  other 
factors.  For  depletion  purposes  the  cost  of  the  timber  or  its 
fair  market  value  at  a  specified  date  shall  not  include  any 
part  of  the  cost  or  value  of  the  land/" 

''Each  taxpayer  claiming  a  deduction  for  depletion  is  re- 
quired to  estimate  with  respect  to  each  separate  timber  ac* 
count  the  total  units  (feet  board  measure,  cords,  or  other 
units)  of  timber  reasonably  known  or  on  good  evidence  be- 
lieved to  have  existed  on  the  ground  on  March  1,  1913,  or 
on  the  date  of  acquisition  of  the  property,  as  the  case  may 
be.  The  taxpayer,  according  to  his  best  knowledge  and  be- 
lief and  in  the  light  of  the  most  accurate  and  reliable  infor- 
mation, will  estimate  the  number  of  units  of  timber  actually 
present  upon  the  specified  date;  this  estimate  will  state  the 
number  of  units  which  would  have  been  found  present  by  a 
careful  estimate  made  on  the  specified  date  with  the  object 
of  determining  100  per  cent  of  the  quantity  of  timber  which 
the  area  would  have  produced  on  that  date  if  all  of  the 
merchantable  timber  had  been  cut  and  utilized  in  accordance 
with  the  standards  of  utilization  prevailing  in  that  region  at 
that  time.  If  subsequently  during  the  ownership  of  the  tax- 
payer making  the  return  additional  units  of  timber  are 
found  to  be  available  for  utilization  as  the  result  of  the 
growth  of  the  timber,  of  closer  utilization  of  the  timber,  of 
the  utilization  of  species  of  trees  not  formerly  utilized,  of 
underestimates  of  the  quantity  of  timber  available  on  the 
specified  date,  etc.,  which  were  not  taken  into  account  in 

•  Reir.  45,  Art.  234.  added  by  T.  D.  2916.  Sept.  5,  1919. 
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estimating  the  number  of  units  for  purposes  of  depletioiii 
or  if  it  shall  be  found  in  the  course  of  operation  that  timber 
included  in  the  estimate  is  not  merchantable  as  the  result  of 
deterioration  through  rot  or  otherwise,  or  that  the  original 
estimate  was  too  great,  a  new  estimate  of  the  recoverable 
units  of  timber  (but  not  of  the  cost  or  the  fair  market  value 
at  a  specified  date)  shall  be  made  and  when  made  shall 
thereafter  constitute  a  basis  for  depletion.  In  the  selection 
of  the  unit  or  units  of  estimate  the  custom  applicable  to  the 
given  type  of  timber  in  the  given  region  should  be  con- 
sidered/'* 

«  Beg.  45,  Art  235,  added  by  T.  D.  2916,  Sept  5.  1919. 
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Net  Income 

§  161.  Meaning  of  net  income. — ^The  term  '^et  income'' 
means  the  gross  income  as  described  in  chapters  6  to  10, 
less  the  deductions  described  in  chapters  11  to  15.^ 

'The  tax  imposed  by  the  statute  is  upon  income.  In  the 
computation  of  the  tax  various  classes  of  income  must  be 
considered:  (a)  Income  (in  the  broad  sense),  meaning  all 
wealth  which  flows  in  to  the  taxpayer  other  than  as  a  mere 
return  of  capital.  It  includes  the  forms  of  income  specifi- 
cally described  as  gains  and  profits,  including  gains  derived 
from  the  sale  or  other  disposition  of  capital  assets.  It  is  not 
limited  to  cash  alone,  for  the  statute  recognizes  as  income- 
determining  factors  other  items,  among  which  are  inven- 
tories, accounts  receivable,  property  exhaustion  and  ac- 
counts passable  for  expenses  incurred.  See  sections  202,  208, 
213  and  214  of  the  statute,  (h)  Gross  income,  meaning  in- 
come (in  the  broad  sense)  less  income  which  is  by  statutory 
provision  or  otherwise  exempt  from  the  tax  imposed  by  the 
statute.  See  section  218  and  articles  71-86.  (o)  Net  income, 
meaning  gross  income  less  statutory  deductions.  The  statu- 
tory deductions  are  in  general,  though  not  exclusively,  ex- 
penditures, other  than  capital  expenditures,  connected  with 
the  production  of  income.  See  sections  214  and  215  and  the 
articles  thereunder,  (d)  Net  income  less  credits.  See  sec- 
tion 216  and  articles  801-307.  The  surtax  is  imposed  upon 
net  income;  the  normal  tax  upon  net  income  less  credits. 
Though  taxable  net  income  is  wholly  a  statutory  conception 
it  follows,  subject  to  certain  modifications  as  to  exemptions 
and  as  to  some  of  the  deductions,  the  lines  of  commercial 
usage.  Subject  to  these  modifications  statutory  ''net  in- 
come'' is  commercial  "net  income."  This  appears  from  the 
fact  that  ordinarily  it  is  to  be  computed  in  accordance  with 


1  B.  A.  1918.  Sect.  212(t)  tnd  282. 
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the  method  of  accounting  regularly  employed  in  keeping  the 
books  of  the  taxpayer.  As  to  the  net  income  of  corporations 
see  section  232  and  article  SSI.**' 

''Net  income  is  that  portion  of  the  gross  income  which  re- 
mains after  all  proper  deductions  have  been  taken  into  ac- 
count. The  net  income  of  corporations  is  determined  in  gen- 
eral in  the  same  manner  as  the  net  income  of  individuals, 
but  the  deductions  allowed  corporations  are  not  precisely 
the  same  as  those  allowed  individuals.  See  sections  283, 
234  and  235  of  the  statute.  The  net  income  of  corporations 
is  to  be  computed  on  the  same  basis  as  to  accounting  periods 
as  the  net  income  of  individuals.  See  sections  212  and  226, 
and  articles  21-26  and  431.'" 

§162.  Accounting  periods — ^The  net  income  shall  be  com- 
puted upon  the  basis  of  the  taxpayer's  annual  accounting 
period,  which  must  be  a  fiscal  year  or  a  calendar  year.  If  the 
taxpayer's  annual  accounting  period  is  other  than  a  fiscal 
year,  meaning  an  accounting  period  of  twelve  months  ending 
on  the  last  day  of  any  month  other  than  December,  or  if  the 
taxpayer  has  no  annual  accounting  period  or  does  not  keep 
books,  the  net  income  shall  be  computed  on  the  basis  of  the 
calendar  year.*  The  term  "taxable  year"  means  the  calendar 
year,  or  the  fiscal  year  ending  during  such  calendar  year, 
upon  the  basis  of  which  the  net  income  is  computed.' 

"The  return  of  a  taxpayer  is  made  and  his  income  com- 
puted for  his  taxable  year,  which  means  his  fiscal  year,  or 
the  calendar  year  if  he  has  not  established  a  fiscal  year.  The 
term  "fiscal  year"  means  an  accounting  period  of  twelve 
months  ending  on  the  last  day  of  any  month  other  than 
December.  No  fiscal  year  will,  however,  be  recognized  un- 
less before  its  close  it  was  definitely  established  as  an  ac- 
counting period  by  the  taxpayer  and  the  books  of  such  tax- 
payer were  kept  in  accordance  therewith.  The  taxable  year 
1918  is  the  calendar  year  1918  or  any  fiscal  year  ending  dur- 
ing the  calendar  year  1918.    See  section  200  of  the  statute. 

»  Reir.  46.  Art  21. 

•  Keg.  46.  Art.  631. 

«  R.  A.  ims,  Sect.  212(b)  and  282. 

•  R.  A.  1918,  Sees.  200  and  800.    Cf.  T.  D.  1678.  Jan.  4,  VM. 
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A  taxpayer  haviiig  an  existing  accounting  period  which  is 
a  fiscal  year  within  the  meaning  of  the  statute  not  only 
needs  no  permission  to  make  his  return  on  the  basis  of  such 
a  taxable  year,  but  is  required  to  do  so,  regardless  of  the 
former  basis  of  rendering  returns.  A  person  having  no  such 
fiscal  year  must  make  return  on  the  basis  of  the  calendar 
year.  The  first  return  under  the  present  statute  of  a  tax- 
payer who  has  heretofore  made  return  on  a  basis  different 
from  his  accounting  period  will  necessarily  overlap  his  next 
previous  return.  For  the  method  of  adjusting  the  tax  in 
such  a  case  see  section  206  of  the  statute  and  articles  1621- 
1624.  Section  226  has  no  application  to  this  situation.  Ex- 
cept in  the  cases  of  a  return  for  the  taxable  year  1918  and 
of  a  first  return  for  income  tax  a  taxpayer  shall  make  his  re- 
turn on  the  basis  (fiscal  or  calendar  year)  upon  which  he 
made  his  return  for  the  taxable  year  immediately  preceding 
unless,  with  the  approval  of  the  Commissioner,  he  has 
changed  the  basis  of  computing  his  net  income.''* 

If  a  taxpayer  changes  his  accounting  period  from  fiscal 
year  to  calendar  year,  from  calendar  year  to  fiscal  year,  or 
from  one  fiscal  year  to  another  fiscal  year,  the  net  income 
shall,  with  the  approval  of  the  Commissioner,  be  computed 
on  the  basis  of  such  new  accounting  period.^ 

'^If  a  taxpayer  changes  his  accounting  period,  and  not 
merely  his  taxable  year  to  conform  with  his  existing  ac- 
counting period,  he  shall  as  soon  as  possible  give  to  the  col- 
lector for  transmission  to  the  Commissioner  written  notice 
of  such  change  and  of  his  reasons  therefor.  The  Commis- 
sioner will  not  approve  a  change  of  the  basis  of  computing 
net  income  unless  such  notice  is  given  at  a  time  which  is 
both  (a)  at  least  thirty  days  before  the  due  date  of  the 
taxpayer's  return  on  the  basis  of  his  existing  taxable  year 
and  (6)  at  least  thirty  days  before  the  due  date  of  his  re- 
turn on  the  basis  of  the  proposed  taxable  year.  If  the 
change  in  the  basis  of  computing  the  net  income  of  the  tax- 
payer is  approved  by  the  Commissioner,  the  taxpayer  shall 
thereafter  make  his  returns  upon  the  basis  of  the  new  ac- 

•  Eeg.  45,  Art.  25.  *  B.  A.  1918,  Sect  212(b)   and  232. 
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countiiifir  period  in  accordance  with  the  requirements  of  sec^ 
tion  226  of  the  statute  and  his  net  income  shall  be  computed 
as  therein  provided.    See  article  431/'* 

As  a  change  in  the  accounting  period,  and  consequently 
a  change  in  the  taxpayer's  taxable  year,  results  in  a  period 
of  a  fraction  of  a  year  between  the  end  of  the  former  tax- 
able year  and  the  end  of  the  new  taxable  year,  the  net  in- 
come for  such  period  is  to  be  separately  computed  and  in- 
cluded in  a  separate  return,  as  described  in  §244/ 

The  computation  of  the  tax  in  the  case  of  fiscal  years  with 
different  rates  is  described  in  chapter  3. 

§163.  Method  of  accounting.— The  net  income  shall 
be  computed  in  accordance  with  the  method  of  accounting  * 
regularly  employed  in  keeping  the  books  of  the  taxpayer. 
If  no  such  method  of  accounting  has  been  so  employed,  or  if 
the  method  employed  does  not  clearly  reflect  the  income, 
the  computation  shall  be  made  upon  such  basis  and  in  such 
manner  as  in  the  opinion  of  the  C!onmussioner  does  clearly 
reflect  the  income.* 

^'Net  income  must  be  computed  with  respect  to  a  fixed 
period.  Usually  that  period  is  twelve  months  and  is  known 
as  the  taxable  year.  Items  of  income  and  of  expenditures 
which  as  gross  income  and  deductions  are  elements  in  the 
computation  of  net  income  need  not  be  in  the  form  of  cash. 
It  is  sufficient  that  such  items,  if  otherwise  property  in^ 
eluded  in  the  computation,  can  be  valued  in  terms  of  money. 
The  time  as  of  which  any  item  of  gross  income  or  any  de- 
duction is  to  be  accounted  for  must  be  determined  in  the 
light  of  the  fundamental  rule  that  the  computation  shall  be 
made  in  such  a  manner  as  clearly  reflects  the  taxpayer's  in- 
come. If  the  method  of  accounting  regularly  employed  by 
him  in  keeping  his  books  clearly  reflects  his  income,  it  is  to 
be  followed  with  respect  to  the  time  as  of  which  items  of 
gross  income  and  deductions  are  to  be  accounted  for.  If  the 
taxpayer  does  not  regularly  employ  a  method  of  accounting 

•  Reg.  45.  Art.  26.    Cf.  T.  D.  2632,  Jan.  21.  1918;  T.  D.  2677,  March  23,  1918. 

•  R.  A.  lil8.  Sec.  226. 

iR.  A.  1918,  Sees.  212(b),  282  and  320(a)(3).  Cf.  T.  D.  1688,  Jan.  24,  1910; 
T.  D.  2438.  Jan.  8,  1917. 
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which  clearly  reflects  his  income,  the  computation  shall  be 
made  in  such  manner  as  in  the  opinion  of  the  C!ommissioner 
clearly  reflects  if* 

"(1)  Approved  standard  methods  of  accounting  will  ordi- 
narily be  regarded  as  clearly  reflecting  income.  A  method 
of  accounting  will  not,  however,  be  regarded  as  clearly  re- 
flecting income  unless  all  items  of  gross  income  and  all  de- 
ductions are  treated  with  reasonable  consistency.  See  sec- 
tion 200  of  the  statute  for  definitions  of  "paid,"  "paid  or  ac- 
crued,'' and  "paid  or  incurred.''  All  items  of  gross  income 
shall  be  included  in  the  gross  income  for  the  taxable  year  in 
which  they  are  received  by  the  taxpayer,  and  deductions 
taken  accordingly,  unless  in  order  clearly  to  reflect  income 
such  amounts  are  to  be  properly  accounted  for  as  of  a  dif- 
ferent period.  For  instance,  in  any  case  in  which  it  is 
necessary  to  use  an  inventory,  no  accounting  in  regard  to 
purchases  and  sales  will  correctly  reflect  income  except  an 
accrual  method.  See  section  213(a)  of  the  statute.  A 
taxpayer  is  deemed  to  have  received  items  of  gross  income 
which  have  been  credited  to  or  set  apart  for  him  without 
restriction.  See  article  63.  On  the  other  hand,  apprecia- 
tion in  value  of  property  is  not  even  an  accrual  of  income 
to  a  taxpayer  prior  to  the  realization  of  such  appreciation 
through  conversion  of  the  property.' 

"(2)  For  the  taxable  year  1918  the  true  income,  computed 
under  the  Revenue  Act  of  1918,  and  where  the  taxpayer 
keeps  books  of  account  in  accordance  with  the  method  of 
accounting  regularly  employed  in  keeping  such  books,  shall 
in  all  cases  be  entered  in  the  return,  even  though  this  re- 
sults in  apparent  omissions  or  duplications  of  particular 
items  of  income  or  expense.  In  the  ordinary  case  such  omis- 
sions and  duplications  are  more  apparent  than  real  and  are 
likely  to  counterbalance  one  another,  so  that  the  change  in 
the  basis  of  reporting  calls  for  no  material  adjustment. 
Where,  however,  the  method  previously  employed  by  the 
taxpayer  in  determining  his  income  subject  to  the  tax  is 
materially  different  from  the  method  regularly  used  by  the 

s  Ree.  45,  Art.  22. 

»  But  Cf.  T.  D.  1706.  June  9,  1011. 
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taxpayer  in  keeping  his  accounts,  or  where  for  any  reason 
the  basis  of  reporting  income  subject  to  tax  is  changed,  the 
taxpayer  should  attach  to  his  return  a  separate  statement 
setting  forth  for  the  taxable  year  and  for  the  preceding  year 
the  classes  of  items  differently  treated  under  the  two  sys- 
tems, specifying  in  particular  all  amounts  duplicated  or  en- 
tirely omitted  as  the  result  of  such  change.  Where,  for  ex- 
ample, a  taxpayer  who,  prior  to  1918,  has  reported  on  the 
so-called  receipts  basis,  is  compelled  under  the  above  rule  to 
report  on  the  so-called  accrual  basis,  he  should  include  in  the 
separate  statement  the  following  information: 

"First  (a)  expenses  paid  before  the  end  of  the  taxable 
year  1917,  but  not  accrued  at  that  date;  (5)  income  accrued 
at  the  end  of  the  taxable  year  1917,  but  not  received  at  that 
date;  (o)  expenses  accrued  at  the  end  of  the  taxable  year 
1917,  but  not  paid  at  that  date ;  (d)  income  received  before 
the  end  of  the  taxable  year  1917,  but  not  accrued  at  that 
date;  and 

"Second,  similar  items  as  of  the  end  of  the  taxable  year 
1916. 

"If  in  the  opinion  of  the  Commissioner  such  information 
indicates  that  the  returns  for  any  previous  years  did  not 
reflect  the  true  income,  amended  returns  for  such  years  will 
be  required. 

"(3)  A  taxpayer  who  changes  the  method  of  accounting 
employed  in  keeping  his  books  for  the  taxable  year  1919  or 
thereafter  shall,  before  computing  his  income  upon  such 
new  basis  for  purposes  of  taxation,  secure  the  consent  of  the 
Commissioner.  Application  for  permission  to  change  the 
basis  of  the  return  shall  be  made  at  least  80  days  in  ad- 
vance of  the  date  of  filing  return  and  shall  be  accompanied 
by  a  statement  specifying  the  classes  of  items  differently 
treated  under  the  two  systems  and  specifying  all  amounts 
which  would  be  dupUcated  or  entirely  omitted  as  a  result 
of  the  proposed  change. 

"(4)  Bank  discounts. — Banks  which  in  the  past  have 
treated  discount  as  income  before  it  was  actually  earned,  and 
during  the  taxable  year  1918  have  placed  the  discount  ac- 
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count  upon  an  accrual  basis,  will  be  required  to  submit  the 
information  called  for  in  paragraph  2  above  and  submit  an 
amended  return  for  the  taxable  year  1917,  and  will  be  per- 
mitted to  submit  (or  the  Commissioner  may  require) 
amended  returns  for  all  prior  years  during  which  the  tax- 
payer was  subject  to  tax.  Additional  taxes  for  prior  years 
found  to  be  due  upon  such  re-examination  will  be  paid  upon 
the  basis  of  the  amended  returns  in  the  ordinary  way* 
Where  it  appears  that  prior  taxes  have  been  paid  in  excess 
of  the  amount  properly  due,  such  excess  will,  to  the  extent 
possible,  be  credited  against  future  income  and  profits  taxes 
under  the  provisions  of  section  252  of  the  Revenue  Act  of 
1918/'* 

''It  is  recognized  that  no  uniform  method  of  accounting 
can  be  prescribed  for  all  taxpayers,  and  the  law  contemplates 
that  each  taxpayer  shall  adopt  such  forms  and  systems  of  ac- 
counting as  are  in  his  judgment  best  suited  to  his  purpose. 
Each  taxpayer  is  required  by  law  to  make  a  return  of  his 
true  income.  He  must,  therefore,  maintain  such  accounting 
records  as  will  enable  him  to  do  so.  See  section  1305  of  the 
statute  and  article  1711.  Among  the  essentials  are  the  fol- 
lowing: 

"(1)  In  all  cases  in  which  the  production,  purchase  or  sale 
of  merchandise  of  any  kind  is  an  income-producing  factor 
inventories  of  the  merchandise  on  hand  (including  finished 
goods,  work  in  process,  raw  materials  and  supplies)  should 
be  taken  at  the  beginning  and  end  of  the  year  and  used  in 
computing  the  net  income  of  the  year; 

"(2)  Expenditures  made  during  the  year  should  be  prop- 
erly classified  as  between  capital  and  income,  that  is  to  say, 
that  expenditures  for  items  of  plant,  equipment,  etc.,  which 
have  a  useful  life  extending  substantially  beyond  the  year 
should  be  charged  to  a  capital  account  and  not  to  an  expense 
account;  and 

''(8)  In  any  case  in  which  the  cost  of  capital  assets  is 
being  recovered  through  deductions  for  wear  and  tear,  deple- 
tion or  obsolescence  any  expenditure  (other  than  ordinary 

*  ResT-  45,  Art.  23,  ai  amended  and  amplified  by  T.  D.  2873,  J'lrne  24,  1919. 
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repairs)  made  to  restore  the  property  or  prolong  its  useful 
life  should  be  charged  against  the  property  account  or  the 
appropriate  reserve  and  not  against  current  expenses."* 

§164.  Year  in  which  items  to  be  accounted  for. — 
The  amount  of  all  items  of  gross  income  shall  be  included  in 
the  gross  income  for  the  ta3cable  year  in  which  received  by 
the  taxpayer,  unless  under  methods  of  accounting  permitted 
under  the  preceding  section  any  such  amounts  are  to  be 
properly  accounted  for  as  of  a  different  period.' 

The  term  "paid"  for  the  purposes  of  the  deductions  and 
credits  allowed  by  the  statute  means  "paid  or  accrued"  or 
"paid  or  incurred,"  and  such  phrases  shall  be  construed  ac- 
cording to  the  method  of  accounting  upon  the  basis  of  which 
the  net  income  is  computed  under  the  last  section.* 

"Gains,  profits  and  income  are  to  be  included  in  the  gross 
income  for  the  taxable  year  in  which  they  are  received  by 
the  taxpayer,  unless  they  are  included  when  they  accrue  to 
him  in  accordance  with  the  approved  method  of  accounting 
followed  by  him.  See  articles  21-24.  Lands  which  are  re- 
ceived as  compensation  for  services  in  one  year,  the  title  to 
which  is  disputed  and  in  a  later  year  adjudged  to  be  valid, 
constitute  income  to  the  grantee  in  the  former  year.  On  the 
other  hand,  a  person  may  sue  in  one  year  on  a  pecuniary 
claim  or  for  property,  but  money  or  property  recovered  on  a 
judgment  therefor  rendered  in  a  later  year  would  be  income 
in  that  year,  assuming  that  it  would  have  been  income  in 
the  earlier  year  if  then  received.  This  is  true  of  a  recovery 
for  patent  infringement.  Bad  debts  or  accounts  charged  off 
because  of  the  fact  that  they  were  determined  to  be  worth- 
less, which  are  subsquently  recovered,  whether  or  not  by 
suit,  constitute  income  for  the  year  in  which  recovered,  re- 
gardless of  the  date  when  the  amounts  were  charged  off. 
See  articles  111  and  161.  In  view  of  the  unusual  conditions 
prevailing  at  the  close  of  the  year  1918  it  is  recognized  that 
many  items  of  gross  income,  such  as  claims  for  compensa- 

«  Rer  45.  Art.  24. 

•R.  ▲.  1918,  Sees.  213(a)   and  2:»(r). 

•  R.  ▲.  1018,  SecB.  200  and  900.    See  Reg.  46.  Art  1533. 
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tion  under  cancelled  contracts,  together  with  claims  against 
contracting  departments  of  the  Government  for  amortiza- 
tion and  other  matters,  while  properly  constituting  gross 
income  for  the  taxable  year  1918  were  undecided  and  not 
sufficiently  definite  in  amount  to  be  reported  in  the  original 
return  for  that  year-  In  every  such  case  the  taxpayer 
should  attach  to  his  return  a  full  statement  of  such  pending 
claims,  and  other  matters,  and  when  the  correct  amount  of 
such  items  is  ascertained  an  amended  return  for  the  taxable 
year  1918  should  be  filed/" 

"Income  which  is  credited  to  the  account  of  or  set  apart 
for  a  taxpayer  and  which  may  be  drawn  upon  by  him  at  any 
time  is  subject  to  tax  for  the  year  during  which  so  credited 
or  set  apart,  although  not  then  actually  reduced  to  posses- 
sion. To  constitute  receipt  in  such  a  case  the  income  must 
be  credited  to  the  taxpayer  without  any  substantial  limita- 
tion or  restriction  as  to  the  time  or  manner  of  payment  or 
condition  upon  which  payment  is  to  be  made.  A  book  en- 
try, if  made,  should  indicate  an  absolute  transfer  from  one 
account  to  another.  If  the  income  is  not  credited,  but  is  set 
apart,  such  income  must  be  unqualifiedly  subject  to  the  de- 
mand of  the  taxpayer.  Where  a  corporation  contingently 
credits  its  employees  with  bonus  stock,  but  the  stock  is  not 
available  to  such  employees  until  the  termination  of  five 
years  of  employment,  the  mere  crediting  on  the  books  of  the 
corporation  does  not  constitute  receipt.  The  distinction  be- 
tween receipt  and  accrual  must  be  kept  in  mind.  Income 
may  accrue  to  the  taxpayer  and  yet  not  be  subject  to  his  de- 
mand or  capable  of  being  drawn  on  or  against  by  him."' 

''Where  interest  coupons  have  matured,  but  have  not  been 
cashed,  such  interest  payment,  though  not  collected  when 
due  and  payable,  is  nevertheless  available  to  the  taxpayer 
and  should  therefore  be  included  in  his  gross  income  for  the 
year  during  which  the  coupons  matured.  This  is  so  if  the 
coupons  are  exchanged  for  other  property  instead  of  even- 
tually being  cashed.  Dividends  on  corporate  stock  are  sub- 
ject to  tax  when  set  apart  for  the  stockholder,  although  not 

f  Beg.   45,  Art.  62.  »  Beff.  45.  Art.  53. 
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yet  oollecttd  by  him.  See  section  201  of  the  statute  and 
axticlea  1641-1549.  The  distributive  share  of  the  profits  of 
a  partner  in  a  partnership  or  of  a  stockholder  in  a  personal 
service  corporation  is  regarded  as  received.  See  section  218 
of  the  statute  and  articles  821-336.  Interest  credited  on 
savings  ba^  deposits^  even  though  the  bank  nominally  have 
a  rule»  seldom  or  never  enforced,  that  it  may  require  so  many 
days'  notice  in  advance  of  cashing  depositors'  checks,  is  in^ 
come  to  the  depositor  when  credited*  An  amount  credited  to 
shareholders  of  a  building  and  loan  association,  when  such 
credit  passes  without  restriction  to  the  shareholder,  has  a 
taxable  status  as  income  for  the  year  of  the  credit.  Where 
the  amount  of  such  accumulations  does  not  become  available 
to  the  shareholder  until  the  maturity  of  a  share,  the  amount 
of  any  share  in  excess  of  the  aggregate  amount  paid  in  by 
the  shareholder  is  income  for  the  year  of  the  maturity  of 
the  share."* 

''Each  year's  return,  so  far  as  practicable,  both  as  to  gross 
income  and  deductions  therefrom,  should  be  complete  in 
itself,  and  tajtpayers  are  expected  to  make  every  reason* 
able  effort  to  ascertain  the  facts  necessary  to  make  a  correct 
return.  See  articles  21-24  and  62.  The  expenses,  liabilities 
or  deficit  of  one  year  cannot  be  used  to  reduce  the  income  of 
a  subsequent  year.  A  person  making  returns  on  an  accrual 
basis  has  the  right  to  deduct  all  authorized  allowances, 
whether  paid  in  cash  or  set  up  as  a  liability,  and  it  follows 
that' if  he  does  not  within  any  year  pay  or  accrue  certain 
of  his  expenses,  interest,  taxes  or  other  charges,  and  makes 
no  deduction  therefor,  he  cannot  deduct  from  the  income  of 
the  ne)ct  or  any  subsequent  year  any  amounts  then  paid  in 
liquidation  of  the  previous  year's  liabilities.  A  loss  from 
theft  or  embezzlement  occurring  in  one  year  and  discovered 
in  another  is  deductible  only  for  the  year  of  its  occurrence. 
Any  amount  paid  pursuant  to  a  judgment  or  otherwise  on 
account  of  damages  for  personal  injuries,  patent  infringe* 
ment  or  otherwise,  is  deductible  from  gross  income  when 
the  claim  is  put  in  judgment  or  paid,  less  any  amount  of 

•  Rojr.  45,  Art.  64.  Soe  T.  D.  189,1.  Nov.  6,  1013. 
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such  damages  as  may  have  been  compensated  for  by  insur- 
ance or  otherwise.  If  subsequently  to  its  occurrence,  how- 
ever, a  taxpayer  first  ascertains  the  amount  of  a  loss  sus- 
tained during  a  prior  taxable  year  which  has  not  been  de- 
ducted from  gross  income,  he  may  render  an  amended  return 
for  such  preceding  taxable  year,  including  such  amount  of 
loss  in  the  deductions  from  gross  income,  and  may  file  a 
claim  for  refund  of  the  excess  tax  paid  by  reason  of  the 
failure  to  deduct  such  loss  in  the  original  return.  See  sec- 
tion 252  of  the  statute  and  articles  1031-1038."^ 

"Persons  engaged  in  contracting  operations,  who  have 
uncompleted  contracts,  in  some  cases  perhaps  running  for 
periods  of  several  years,  will  be  allowed  to  prepare  their 
returns  so  that  the  gross  income  will  be  arrived  at  on  the 
basis  of  completed  work ;  that  is,  on  jobs  which  have  been 
finally  completed  any  and  all  moneys  received  in  payment 
will  be  returned  as  income  for  the  year  in  which  the  work 
was  completed.  If  the  gross  income  is  arrived  at  by  this 
method,  the  deduction  from  gross  income  should  be  limited 
to  the  expenditures  made  on  account  of  such  completed 
contracts.  Or  the  percentage  of  profit  from  the  contract 
may  be  estimated  on  the  basis  of  percentage  of  completion, 
in  which  case  the  income  to  be  returned  each  year  during 
the  performance  of  the  contract  will  be  computed  upon  the 
basis  of  the  expenses  incurred  on  such  contract  during  the 
year;  that  is  to  say,  if  one-half  of  the  estimated  expenses 
necessary  to  the  full  performance  of  the  contract  are  in- 
curred during  one  year,  one-half  of  the  gross  contract  price 
should  be  returned  as  income  for  that  year.  Upon  the 
completion  of  a  contract  if  it  is  found  that  as  a  result  of 
such  estimate  or  apportionment  the  income  of  any  year  or 
years  has  been  overstated  or  understated,  the  taxpayer 
should  file  amended  returns  for  such  year  or  years.  See 
section  212  of  the  statute  and  articles  22-24.' 

Even  though  returns  of  income  are  made  on  an  accrual 
basis,  executory  contracts  of  sale  do  not  ordinarily  provide 
profits  or  losses  which  can  be  accrued.     Such  a  contract 

1  Reg.  45,  Art  111. 

«  Reg.  45,  Art.  86.    Cf.  T.  D.  2161,  Feb.  19.  1915. 
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must  be  fully  performed  on  one  side,  so  that  an  unconditional 
liability  exists,  before  there  is  any  possibility  of  accrual. 
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PART  III 
Invested  Capital  of  Corporations 

CHAPTER  17 

Cash  and  Property  Paid  In 

§171.  What  is  invested  ci^iitaL — ^As  used  in  the  statute 
the  term  "invested  capital"  for  any  year  means: 

(a)  Actual  cash  bona  fide  paid  in  for  stock  or  shares ; 

(6)  Tangible  property  paid  in  for  stock  or  shares,  as  de- 
scribed in  the  next  section ; 

(c)  Intangible  property  paid  in  for  stock  or  shares,  to  the 
extent  described  in  §173 ;  and 

id)  Surplus  and  undivided  profits,  discussed  in  chapter  18/ 

There  are  exclusions,  deductions,  adjustments  and  quali- 
fications to  be  considered,  however,  which  are  treated  in 
chapters  19  and  20. 

"Invested  capital  within  the  meaning  of  the  statute 
is  the  capital  actually  paid  in  to  the  corporation  by 
the  stockholders,  including  the  surplus  and  undivided 
profits,  and  is  not  based  upon  the  present  net  worth 
of  the  assets,  as  shown  by  an  appraisal  or  in  any  other 
manner.  The  basis  or  starting  point  in  the  computa- 
tion of  invested  capital  is  found  in  the  amount  of  cash  and 
other  property  paid  in,  the  valuation  at  which  such  other 
property  may  be  included  being  determined  in  accordance 
with  the  statute  and  the  regulations.  The  computation 
does  not  stop,  however,  with  such  original  entries  or 
amounts,  but  also  takes  ipto  account  the  surplus  and  un- 
divided profits  of  prior  years  left  in  the  business.  The  in- 
vested capital  of  a  corporation  includes,  generally  speaking, 

«  R.  ▲.  IMS,  Sec.  d26U). 
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(a)  the  cash  paid  in  for  stock,  (5)  the  tangible  property  paid 
in  for  stock,  (c)  the  surplus  and  undivided  profits,  and  (d) 
the  intangible  property  paid  in  for  stock  (to  a  limited 
amount) ,  less,  however,  the  same  proportion  of  such  aggre- 
gate sum  as  the  amount  of  inadmissible  assets  bears  to  the 
total  assets.  Invested  capital  does  not  include  borrowed 
capital.  See  section  325  of  the  statute  and  articles  811-818. 
The  fair  market  value  of  the  assets  as  of  March  1, 1913,  has 
no  bearing  on  invested  capital.  See  section  202  and  article 
1561."* 

"(a)  The  invested  capital  as  here  defined  may  differ  from 
the  capital  as  shown  on  the  books  of  the  corporation.  In 
such  event  no  changes  should  be  made  in  the  books  them- 
selves. The  corporation  should,  however,  in  all  cases  keep 
a  permanent  record  of  the  adjustments  which  are  made  in 
computing  invested  capital.  (5)  Section  1000  of  the  statute 
imposes  a  tax  on  the  fair  value  of  the  capital  stock  of  cor- 
porations. As  in  the  case  of  the  war  profits  and  excess 
profits  tax  the  invested  capital  is  based  upon  the  actual  in- 
vestment of  the  stockholders  in  the  corporation,  irrespective 
of  the  present  value  of  its  assets,  and  in  the  case  of  the  capi- 
tal stock  tax  the  fair  value  looks  to  the  present  value  of  the 
corporation's  assets,  irrespective  of  the  amount  of  the  in- 
vestment of  the  stockholders  therein,  the  amount  determined 
as  the  fair  value  of  the  capital  stock  for  the  purpose  of  the 

pital  stock  tax  can  have  no  bearing  upon  the  determination 
of  invested  capital.    See  also  article  1561."* 

"Capital  stock  issued  as  a  bonus  in  connection  with  the 
sale  of  a  corporation's  bonds  may  not  be  included  in  in- 
vested capital  unless  the  corporation  proves  to  the  satisfac- 
tion of  the  Commissioner  that  such  stock  bonus  enabled  the 
corporation  to  secure  a  higher  price  for  the  bonds  than  it 
cpuld  otherwise  have  secured.  Wherever  this  fact  is  estab- 
lished such  stock  shall  be  included  in  computing  invested 
capital  to  the  extent  of  the  difference  between  the  selling 
price  of  the  bonds  and  the  price  at  which  they  could  have 
been  sold  if  issued  without  such  stock  bonus.    The  excess 

«  Keg.  45,  Art.  831.  »  Reg,  45,  Art.  SUa. 
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of  the  face  value  of  such  bonds  over  the  price  at  which  they 
could  have  been  sold  if  issued  without  the  stock  bonus  is 
deemed  discount  and  is  subject  to  amortization.  See  article 
89."* 

§172.  Tangible  property^ — ^Invested  capital  includes  the 
actual  cash  value  of  tangible  property,  other  than  cash,  bona 
fide  paid  in  for  stock  or  shares,  at  the  time  of  such  pay- 
ment, but  in  no  case  to  exceed  the  par  value  of  the  original 
stock  or  shares  specifically  issued  therefor,  except  as  pro- 
vided in  the  next  chi4)ter/ 

The  term  '''tangible  property"  means  stocks,  bonds,  notes 
and  other  evidences  of  indebtedness,  bills  and  accounts  re- 
ceivable, leaseholds  and  other  property  other  than  intangible 
property.* 

For  the  purposes  of  the  excess  profits  tax,  the  par  value 
of  stock  or  shares  shall,  in  the  case  of  stock  or  shares  issued 
at  a  nominal  value  or  having  no  par  value,  be  deemed  to  be 
the  fair  market  value  as  of  the  date  or  dates  of  issue  of  such 
stock  or  shares.^  This  provision  does  not  extend  to  the  in- 
come tax,  for  the  purposes  of  which  a  different  rule  is  ap- 
plied in  chapter  8. 

"Enforcible  notes  or  other  evidences  of  indebtedness, 
either  interest-bearing  or  non-interest  bearing,  of  the  sub- 
scriber received  by  a  corporation  upon  a  subscription  for 
stcick  may  be  considered  as  tangible  property  in  computing 
its  invested  capital  to  the  extent  of  the  actual  cash  value 
of  such  notes  or  other  evidences  of  indebtedness  at  the  time 
when  paid  in,  but  only  (a)  if  such  notes  or  evidences  of  in- 
debtedness could  under  the  laws  of  the  jurisdiction  in  which 
the  corporation  was  organized  legally  be  received  in  pay- 
ment for  stock,  and  (6)  if  they  were  actually  received  by 
the  corporation  as  absolute,  and  not  as  conditional,  payment 
in  whole  or  in  part  of  the  stock  subscription.'" 

''Stocks,  bonds  and  other  obligations  (other  than  obliga- 
tions of  the  United  States),  the  dividends  or  interest  from 

*  Reg.  45.  Art.  882.  f  R.  A.  1018.  Sec.  325(b). 
«  R.  A.  Idl8.  Sec.  826(a)(2).                       •  Reg.  45,  Art.  888. 

•  B.  A,  M18,  Sec  828(t). 
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which  are  not  included  in  computing  net  income,  when  bona 
fide  paid  in  for  stock  or  shares  may  like  other  tangible  prop- 
erty be  included  in  computing  the  invested  capital  of  the 
corporation  at  their  actual  cash  value  when  paid  in.  For  the 
purpose  of  the  reduction  required  in  articles  852  and  854, 
however,  account  must  be  taken  of  such  assets  in  the  same 
manner  as  of  any  other  inadmissible  assets/'* 

''Where  stock  or  shares  and  bonds  or  other  obligations 
have  been  issued  for  a  mixed  aggregate  of  tangible  and  in- 
tangible property,  it  will  be  presumed  in  the  absence  of  sat- 
isfactory evidence  to  the  contrary  that  the  bonds  were  is- 
sued for  tangible  property  and  that  the  stock  was  issued  for 
the  balance  of  the  tangible  property,  if  any,  and  for  the  in- 
tangible property.  Where  stock  or  shares  have  been  issued 
for  a  mixed  aggregate  of  tangible  and  intangible  property 
and  certain  liabilities  have  been  assumed  in  connection  with 
the  transaction,  it  will  be  presumed  that  such  liabilities  are 
to  be  charged  against  the  tangible  property  and  the  intan- 
gible property  in  the  order  named,  unless  it  is  shown  by 
evidence  satisfactory  to  the  Commissioner  that  this  pre- 
sumption is  not  in  accordance  with  the  facts.  See  further 
section  327(c)  of  the  statute."' 

"Where  stock  which  has  originally  been  issued  or  ex- 
changed by  the  corporation  for  property  (tangible  or  in- 
tangible) is  returned  to  the  corporation  as  a  gift  or  for  a 
consideration  substantially  less  than  its  par  value,  the  stock 
so  returned  shall  not  be  treated  as  a  part  of  the  stock  issued 
or  exchanged  for  such  property.  The  proceeds  derived  in 
cash  or  its  equivalent  from  the  resale  of  the  stock  so  re- 
turned shall,  however,  be  included  in  computing  invested 
capital.    See  article  542."* 

§173.  Intangible  property ^ — Invested  capital  includes: 
(a)  Intangible  property  bona  fide  paid  in  for  stock  or 
shares  prior  to  March  3,  1917,  in  an  amount  not  exceeding 
(1)  the  actual  cash  value  of  such  property  at  the  time  paid 

•  Rer  4S,  Art.  aSi.  *  Reff.  4S,  Art  861. 

I  Reff.  45.  AH.  885. 

.  •*>  .Jmw      -Ik  ^ 
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in,  (2)  the  par  value  of  the  stock  or  shares  issued  therefor, 
or  (3)  in  the  aggregate  25  per  cent  of  the  par  value  of  the 
total  stock  or  shares  of  the  corporation  outstanding  on  March 
3, 1917,  whichever  is  lowest ;  and 

(6)  Intangible  property  bona  fide  paid  in  for  stock  or 
shares  on  or  after  March  3,  1917,  in  an  amount  not  exceed- 
ing (1)  the  actual  cash  value  of  such  property  at  the  time 
paid  in,  (2)  the  par  value  of  the  stock  or  shares  issued 
therefor,  or  (3)  in  the  aggregate  25  per  cent  of  the  par 
value  of  the  total  stock  or  shares  of  the  corporation  out- 
standing at  the  beginning  of  the  taxable  year,  whichever  is 
lowest. 

In  no  case,  however,  shall  the  total  amount  included  under 
paragraphs  (a)  and  (6)  exceed  in  the  aggregate  26  per  cent 
of  the  par  value  of  the  total  stock  or  shares  of  the  corpora- 
tion outstanding  at  the  beginning  of  the  taxable  year.' 

The  term  ''intangible  property"  means  patents,  copy- 
rights, secret  processes  and  formulae,  good  will,  tracte- 
marks,  trade  brands,  franchises  and  other  like  property/ 

'"The  actual  cash  value  of  intangible  property  paid  in  for 
stock  or  shares  must  be  determined  in  the  light  of  the  facts 
in  each  case.  Among  the  factors  to  be  considered  are  (a) 
the  earnings  attributable  to  such  intangible  assets  while  in 
the  hands  of  the  predecessor  owner;  (5)  the  earnings  of  the 
corporation  attributable  to  the  intangible  assets  after  the 
date  of  their  acquisition;  (c)  rei»resentative  sales  of  the 
stock  of  the  corporation  at  or  about  the  date  of  the  acqui- 
sition of  the  intangible  assets ;  and  (d)  any  cash  offers  for 
the  purchase  of  the  business,  including  the  intangible  prop- 
erty, at  or  about  the  time  of  its  acquisition.  A  corporation 
claiming  a  value  for  intangible  property  paid  in  for  stock 
or  shares  should  file  with  its  return  a  full  statement  of  the 
facts  relating  to  such  valuation.    See  also  article  SSS.'"" 

'Intangible  property  includes  patents  and  good  will  and 
other  Uke  property.  Tangible  property  includes  all  prop- 
erty other  than  intangible  property.    Most  contracts  are 

•R.  A.   1918.  Sec   32«(a)(4)(6). 

*  R.  A.  1918.  Sec.  325(a).     Cf.  T.  D.  2610.  Dec.  20.  1917. 

•  Reff.  45.  Art.  851. 
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intangible  property  and  in  the  absence  of  a  specific  ruling 
by  the  Commissioner  to  the  contrary  should  be  so  regarded 
for  the  purpose  of  making  returns.  A  contract  may  be 
treated  as  tangible  property  only  after  the  submission  of  a 
full  statement  as  to  its  exact  nature  showing  to  the  satis- 
faction of  the  Commissioner  that  it  relates  to  rights  in  tan* 
gible  property  to  such  an  extent  that  its  value  arises  chiefly 
therefrom.  Associated  Press,  United  Press  and  similar 
franchises,  and  subscription  lists  and  mailing  lists,  are 
intangible  property."* 

•  Reg.  45,  Art.  811. 
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Surplus  and  Undivided  Profits 

§181.  Paid  in  surplus. — ^Invested  capital  includes  paid  in 
surplus/ 

Tangible  property  paid  in  for  stock  shall  not  be  valued 
in  excess  of  the  par  value  of  the  stock  specifically  issued 
therefor  unless  the  actual  cash  value  of  such  tangible  prop- 
erty at  the  time  paid  in  is  shown  to  the  satisfaction  of  the 
Commissioner  to  have  been  clearly  and  substantially  in  ex- 
cess of  such  par  value,  in  which  case  such  excess  shall  be 
treated  as  paid  in  surplus.  The  Commissioner  shall  keep  a 
record  of  all  cases  in  which  tangible  property  is  included  in 
invested  capital  at  a  value  in  excess  of  the  stock  or  shares 
issued  therefor,  containing  the  name  and  address  of  each 
taxpayer,  the  business  in  which  engaged,  the  amount  of 
invested  capital  and  net  income  shown  by  the  return,  the 
value  of  the  tangible  property  at  the  time  paid  in,  the  par 
value  of  the  stock  or  shares  specifically  issued  therefor,  and 
the  amount  included  under  this  paragraph  as  paid  in  sur- 
plus. The  Commissioner  shall  furnish  a  copy  of  such  record 
and  other  detailed  information  with  respect  to  such  cases 
when  required  by  resolution  of  either  House  of  Congress, 
without  regard  to  the  restrictions  contained  in  §254.' 

"Evidence  offered  to  support  a  claim  for  a  paid-in  surplus 
must  be  as  of  the  date  of  the  payment,  and  may  consist 
among  other  things  of  (a)  an  appraisal  of  the  property  by 
disinterested  authorities  made  on  or  about  the  date  of  the 
transaction;  (5)  certification  of  the  assessed  value  in  the 
case  of  real  estate;  and  (c)  proof  of  a  market  price  in  ex- 
cess of  the  par  value  of  the  stock  or  shares.  The  additional 
value  allowed  in  any  case  is  confined  to  the  value  definitely 
known  or  accurately  ascertainable  at  the  time  of  the  pay- 
ment.   No  claim  will  be  allowed  for  a  paid-in  surplus  in  a 

&  R.  A.  1918,  8«e.  826(a)  (8).  •  R.   A.   1018,    Sec.   826(a)(2). 
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case  in  which  the  additional  value  has  been  developed  or 
ascertained  subsequently  to  the  date  on  which  the  property 
was  paid  in  to  the  corporation,  or  in  respect  of  property 
which  the  stockholders  or  their  agents  on  or  shortly  before 
the  date  of  such  pa3nnent  acquired  at  a  bargain  price»  as 
for  instance,  at  a  receiver's  sale.  Generally,  allowable  claims 
under  this  article  will  arise  out  of  transactions  in  which 
there  has  been  no  substantial  change  of  beneficial  interest 
in  the  property  paid  in  to  the  corporation,  and  in  all  cases 
the  proof  of  value  must  be  clear  and  explicit."* 

"Where  it  is  shown  by  evidence  satisfactory  to  the  Com- 
missioner that  tangible  property  has  been  paid  in  by  a 
stockholder  to  a  corporation  as  a  gift  or  at  a  value  definitely 
known  or  accurately  ascertainable  as  of  the  date  of  such 
payment  clearly  and  substantially  in  excess  of  the  cash  or 
other  consideration  paid  by  the  corporation  therefor,  then 
the  amount  of  the  excess  shall  be  deemed  to  be  paid-in  sur- 
plus. Substantially  the  same  kind  of  evidence  will  be  re- 
quired under  this  article  as  under  article  836.  See  further 
article  813."* 

''Capital  or  surplus  actually  paid  in  is  not  required  to  be 
reduced  because  of  an  impairment  of  capital  in  the  nature 
of  an  operating  deficit,  except  where  there  has  been  directly 
or  indirectly  a  liquidation  or  return  of  their  investment  to 
the  stockholders,  in  which  case  full  effect  must  be  given  to 
any  liquidation  of  the  original  capital."' 

'*Where  tangible  or  intangible  property  has  been  paid  in 
to  a  corporation  for  stock  or  shares  or  as  paid-in  surplus, 
and  has  subsequently  been  in  whole  or  in  part  written  off  the 
books,  the  amount  so  written  off  may  upon  evidence  satis- 
factory to  the  Conunissioner  be  restored  to  the  capital  or 
surplus  account  subject  to  the  following  limitations: 

(1)  The  amount  restored  must  be  reduced  by  a  proper 
deduction  for  any  depreciation,  obsolescence  or  depletion; 
and 

(2)  The  aggregate  amount  included  in  computing  invest- 
ed capital  on  account  of  such  property  shall  not  exceed  the 

•  Reff.  46,  Art.  886.  •  Reg.  45.  Art.  800. 

«  Reg.  4G,  Art.  837. 
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amount  which  might  have  been  included  if  such  prop..  ^ 
had  not  been  written  off."* 

§182.  Earned  surplus. — ^Invested  capital  includes  earned 
surplus  and  undivided  profits,  not  including  surplus  and  un- 
divided profits  earned  during  the  year.^ 

"Only  true  earned  surplus  and  undivided  profits  can  be 
included  in  the  computation  of  invested  capital,  and  if  for 
any  reason  the  books  do  not  properly  reflect  the  true  surplus 
such  adjustments  must  be  made  as  are  necessary  in  order 
to  arrive  at  the  correct  amount.  In  the  computation  of 
earned  surplus  and  undivided  profits  full  recognition  must 
first  be  given  to  all  expenses  incurred  and  losses  sustained 
from  the  original  organization  of  the  corporation  down  to 
the  taxable  year,  including  among  such  expenses  and  losses 
reasonable  allowances  for  depreciation,  obsolescence  or  de- 
pletion of  property  (irrespective  of  the  manner  in  which 
such  property  was  originally  acquired),  and  for  the  amorti- 
zation of  any  discount  on  its  bonds.  There  can  of  course 
be  no  earned  surplus  or  undivided  profits  until  any  deficit  or 
impairment  of  paid-in  capital  due  to  depletion,  depreciation, 
expense,  losses  or  any  other  cause  has  been  made  good. 
Where  adequate  evidence  is  presented  that  the  amounts 
written  off  or  deducted  in  previous  returns  of  net  income 
are  in  the  aggregate  incorrect  or  unreasonable,  adjustments 
must  be  made,  and  the  taxpayer  will  be  allowed  a  refund  in 
respect  of  any  taxes  overpaid  in  prior  years,  or  in  the  case 
of  an  underpayment  of  taxes  will  be  additionally  assessed."'* 

"A  corporation's  books  of  accounts  will  be  presumed  to 
show  the  facts.  If  it  claims  that  its  capital  or  surplus  ac- 
count is  understated  the  burden  of  proof  will  rest  upon  it. 
Additions  to  such  accounts  will  be  accepted  to  the  following 
extent: 

"(1)  Excessive  depreciation  heretofore  charged  oflf  on 
property  still  owned  and  in  use,  if  it  is  now  shown  by  satis- 
factory proof  to  have  been  excessive  and  such  excess  is  sub- 
stantial in  amount,  whether  or  not  disallowed  by  the  Com- 

•  Beg.  45.  Art.  842.  •  Reg.  45.  Art.  83a 

^B.  A.  1918.   Sec.  326(a)(3). 
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missioner  as  a  deduction  from  net  income,  may  be  restored 
to  the  surplus  account.  No  such  amount  shall  be  restored, 
however,  unless  it  is  shown  that  adequate  depreciation  has 
been  deducted  upon  all  other  property  of  the  corporation 
still  in  use,  nor  in  any  case  in  which  such  amount  has  been 
allowed  as  a  deduction  for  amortization  under  section  234 
(a)  (8)  of  the  statute,  or  in  which  the  cost  of  the  property 
has  been  recovered  through  being  included  in  the  price  of 
goods  or  services,  as,  for  example,  in  the  case  of  patterns, 
dies,  plates,  special  tools,  etc.,  or  under  a  munition  contract 
with  a  foreign  government. 

"(2)  Amounts  which  have  been  expended  before  January 
1,  1917,  for  the  acquisition  of  plant,  equipment,  tools,  pat- 
terns, furniture,  fixtures,  or  like  tangible  property,  having 
a  useful  life  extending  substantially  beyond  the  year  in 
which  the  expenditure  was  made,  and  which  have  been 
charged  as  current  expense,  may  (less  proper  deductions  for 
depreciation  or  obsolescence)  be  added  to  the  surplus  ac- 
count when  such  assets  are  still  owned  and  in  active  use  by 
the  corporation  during  the  taxable  year.  Special  tools,  pat- 
terns, and  similar  assets  shall  not  be  assigned  any  value  if 
their  cost  has  been  recovered  through  having  been  included 
in  the  price  of  goods.  If  their  cost  has  not  been  so  recovered 
and  they  are  held  for  only  occasional  use,  they  shaD  not  be 
assigned  a  value  in  excess  of  the  fair  value  based  upon  the 
earnings  actually  arising  from  their  current  use,  and  in  no 
case  shall  such  value  be  more  than  the  cost  less  depreciation. 
Assets  of  this  kind  not  in  current  use  shall  not  be  valued 
at  more  than  their  normal  or  scrap  value. 

"(3)  Amounts  which  have  been  expended  in  the  past  for 
intangible  property  of  any  kind  can  be  restored  to  capital 
or  surplus  account  only  to  the  extent  that  the  corporation 
specifically  paid  such  amounts  for  the  intangible  property 
as  such.    For  provisions  relating  to  patents  see  article  843. 

"(4)  Adjustments  necessary  to  correct  other  errors  found 
in  the  books  of  account  may  be  made.  But  see  the  following 
article/'* 

•  Reg.  45,  Art.  840. 
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''Additions  to  surplus  which  a  corporation  may  desire  to 
make  under  the  preceding  article  fall  broadly  into  two 
classes: 

''(1)  To  correct  returns  of  net  income  for  prior  years  in 
which  actual  errors  have  been  made,  as,  for  example,  where 
excessive  depreciation  has  been  deducted,  additions  to  plant 
and  equipment  or  other  capital  charges  have  been  charged 
off  as  an  expense,  inventories  have  been  taken  upon  a  wrong 
basis  of  valuation,  etc. 

"  (2)  To  reinstate  in  surplus  deductions  from  income  which 
are  as  a  matter  of  good  accounting  to  some  extent  optional, 
such  as  experimental  expenses,  patent  Utigation,  develop* 
ment  of  good  will  through  advertising  or  otherwise,  etc. 

''Adjustments  falling  in  class  (1)  will  be  permitted  for  all 
years  whether  before  or  after  March  1,  1913,  provided 
amended  returns  of  net  income  are  filed  for  each  year  in 
which  an  erroneous  return  has  been  made.  Due  considera- 
tion  will  be  given  to  the  assessment  of  penalties  in  any  case 
in  which  a  fraudulent  return  has  been  made.  Adjustments 
falling  in  class  (2)  cannot  be  permitted,  as  in  such  cases  it 
is  considered  that  the  corporation  has  exercised  a  binding 
option  in  deducting  such  expenses  from  income.  An  elec- 
tion of  this  sort  which  was  made  concurrently  with  the 
transaction  cannot  now  be  revised,  and  amended  returns  in 
respect  thereof  cannot  be  accepted.  The  corporation  shall 
submit  with  its  return  a  statement  of  the  additions  pro- 
posed, specifying  the  kinds  and  amounts  of  property  in- 
volved, the  years  in  which  the  expenditures  were  made,  and 
the  method  followed  in  distinguishing  between  capital  out- 
lays and  current  expenses,  and  showing  that  adequate  pro- 
vision has  been  made  for  depreciation,  obsolescence  and  de- 
pletion of  such  of  the  assets  affected  by  the  additions  as  are 
subject  to  recognized  depreciation,  obsolescence  or  deple- 
tion. In  any  case  in  which  there  is  an  operating  deficit 
amounts  restored  must  first  be  set  off  against  the  deficit  and 
only  the  excess  can  be  actually  included  in  the  computation 
of  invested  capital.*'^ 

1  Reff.  45,  Art.  841. 
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'Trofits  earned  during  any  year  can  not  be  included  in  the 
computation  of  invested  capital  for  that  year,  even  though 
during  the  year  such  profits  are  set  up  as  surplus  on  the 
books  or  assumed  to  be  distributed  in  the  form  of  stock  divi- 
dends. If  a  dividend  is  declared  and  paid  during  any  year 
out  of  the  profits  of  that  year  and  the  stockholders  pay 
back  into  the  corporation  aJl  or  a  substantial  part  of  th^ 
amount  of  such  dividends,  the  amount  so  paid  back  can  not 
be  included  in  the  computation  of  invested  capital  unless 
the  corporation  shows  by  evidence  satisfactory  to  the  Com- 
missioner that  the  dividends  were  paid  in  good  faith  and 
without  any  understanding,  express  or  implied,  that  they 
were  to  be  paid  back/" 


§183.  Treatment  of  depreciation  and  depletion. — ''Deple- 
tion, like  depreciation,  must  be  recognized  in  all  cases  in 
which  it  occurs.  Depletion  attaches  to  each  unit  of  mineral 
or  other  property  removed,  and  the  denial  of  a  deduction  in 
computing  net  income  under  the  Act  of  August  5,  1909,  or 
the  limitation  upon  the  amount  of  the  deduction  allowed  un- 
der the  Act  of  October  3,  1913,  does  not  relieve  the  corpo- 
ration of  its  obligation  to  make  proper  provision  for  deple- 
tion of  its  property  in  computing  its  surplus  and  undivided 
profits.  Adjustments  in  respect  of  depreciation  or  deple- 
tion in  prior  years  will  be  made  or  permitted  only  upon  the 
basis  of  affirmative  evidence  that  as  at  the  beginning  of  the 
taxable  year  the  amount  of  depreciation  or  depletion  written 
off  in  prior  years  was  insufficient  or  excessive,  as  the  case 
may  be.  Where  deductions  for  depreciation  or  depletion 
have  either  on  the  books  of  the  corporation  or  in  its  returns 
of  net  income  been  included  in  the  past  in  expense  or  other 
accounts,  rather  than  specifically  as  depreciation  or  deple- 
tion, or  where  capital  expenditures  have  been  charged  to  ex- 
pense in  lieu  of  depreciation  or  depletion,  a  statement  indi- 
cating the  extent  to  which  this  practice  has  been  carried 
should  accompany  the  return."* 

>  Reg.  46,  Art.  8G0.  •  Reg.  46,  Art  839. 
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"If  any  reserves  for  depreciation  or  for  depletion  are 
included  in  the  surplus  account  it  should  be  analyzed  so  as 
to  separate  such  reserves  and  leave  only  real  surplus.  Re- 
serves for  depreciation  or  depletion  can  not  be  included  in 
the  computation  of  invested  capital,  except  to  the  following 
extent: 

''(1)  Excessive  depletion  or  depreciation  included  therein 
and  which  if  charged  off  could  be  restored  under  article  840 
may  be  included  in  the  computation  of  invested  capital;  and 

"(2)  Where  depreciation  or  depletion  is  computed  on  the 
value  as  of  March  1, 1913,  or  as  of  any  subsequent  date,  the 
proportion  of  depreciation  or  depletion  representing  the 
realization  of  appreciation  of  value  at  March  1,  1913,  or 
such  subsequent  date,  may  if  undistributed  and  used  or  em- 
ployed in  the  business  be  treated  as  surplus  and  included  in 
the  computation  of  invested  capital. 

"For  the  purpose  of  computing  invested  capital  deprecia- 
tion or  depletion  computed  on  the  value  as  of  March  1, 1913, 
or  as  of  any  subsequent  date  shall,  if  such  value  exceeded 
cost,  be  deemed  a  pro  rata  realization  of  cost  and  apprecia- 
tion and  be  apportioned  accordingly.  Except  as  above  pro- 
vided value  appreciation  (even  though  evidenced  by  an  ap- 
praisal) which  has  not  been  actually  realized  and  in  respect 
of  amounts  accrued  since  March  1, 1913,  reported  as  income 
for  the  purpose  of  the  income  tax,  can  not  be  included  in  the 
computation  of  invested  capital,  and  if  already  reflected  in 
the  surplus  account  it  must  be  deducted  therefrom."* 

"From  the  standpoint  of  assets  a  patent,  or  more  particu- 
larly a  group  of  patents,  is  closely  analogous  to  good  will. 
Their  value  is  contingent  upon  and  measured  by  their  earn- 
ing power.  While  patents  have  a  definite  life,  there  is  a  com- 
mon tendency  to  extend  that  life  by  improvements  upon  the 
original,  and  in  a  successful  business  the  patent  value 
merges  more  or  less  completely  into  a  trade  name  or  other 
form  of  good  will.  Therefore,  while  deductions  in  respect 
to  the  depreciation  of  patents  based  upon  a  normal  life  pe- 
riod of  seventeen  years  are  allowable  in  computing  net  in- 

«  Reg.  46,  Art.  944. 
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come  for  the  purpose  of  the  income  tax,  such  deductions  are 
not  obligatory,  but  are  optional  with  each  taxpayer.  Where 
since  January  1,  1909,  a  corporation   has   exercised   that 
option  to  its  own  benefit  in  computing  its  taxable  net  income 
the  amount  so  deducted  can  not  now  be  restored  in  com- 
puting invested  capital.  Where,  however,  the  cost  of  pat- 
ents has  been  charged  against  surplus  or  otherwise  disposed 
of  in  such  a  manner  as  not  to  benefit  the  corporation  in 
computing  its  taxable  net  income  since  January  1, 1909,  any 
amount  so  written  off  may  be  restored  in  computing  in- 
vested capital,  if  it  be  shown  to  the  satisfaction  of  the  Com- 
missioner that  the  amount  so  written  off  represented  a  mere 
book  entry  ascribable  to  a  conservative  policy  of  manage- 
ment or  accounting  and  did  not  represent  a  realized  shrink- 
age in  the  value  of  such  assets.    Any  amount  so  restored 
may  not  be  written  off  by  way  of  deductions  from  taxable 
net  income  in  any  subsequent  year  or  years.    Where  a  cor- 
poration has  charged  to  current  expenses  the  cost  of  de- 
veloping or  protecting  patents,  no  amount  in  respect  thereof 
expended  since  January  1,  1909,  can  be  restored  in  com- 
puting invested  capital.    In  respect  of  expenditures  made 
before  January  1,  1909,  a  corporation  now  seeking  to  re- 
store them  must  be  prepared  to  show  to  the  satisfaction  of 
the  Commissioner  that  aU  such  items  are  proper  capital  ex- 
penditures.   It  can  not  be  said  that  the  correct  computation 
of  surplus  and  undivided  profits  necessarily  requires  a  de- 
duction in  respect  of  the  expiration  of  patents.    It  follows, 
therefore,  that  where  a  corporation  in  the  exercise  of  its 
option  has  not  written  down  the  cost  of  patents,  it  is  not 
ordinarily  necessary  to  reduce  the  surplus  and  undivided 
profits  in  computing  invested  capital,  whether  the  patents 
have  been  acquired  for  stock  or  shares  or  for  cash  or  other 
tangible  property.    Due  consideration  will  be  given  to  the 
facts  in  any  case  in  which  this  rule  seems  obviously  unrea- 
sonable.   See  article  167."* 

•  Reg.  45.  Art.  848. 
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§184.  Effect  of  yarious  transactions. — '^Whether  at  the 
time  of  any  payment  made  during  the  taxable  year  there  is 
sufficient  income  of  the  taxable  year  available  for  such 
payment,  or  whether  the  surplus  or  undivided  profits  as  of 
the  banning  of  the  taxable  year  must  be  reduced  by  the 
amount  of  such  payment,  shall  be  determined  according  to 
the  following  principles  : 

"(l)The  aggregate  amount  of  earnings  of  the  taxable 
year  available  for  all  purposes  up  to  any  given  date  will  be 
determined  upon  the  basis  of  the  same  proportion  of  the  net 
income  for  the  taxable  year  (as  finally  determined  for  the 
purpose  of  income  and  war  profits  and  excess  profits  taxes) 
as  the  part  of  the  year  already  elapsed  is  of  the  entire  year 
(determined  in  the  manner  provided  in  article  853),  unless 
the  corporation  shows  from  its  books  or  other  records  that 
a  greater  proportion  of  its  earnings  for  the  year  was  avail- 
able on  such  date. 

"(2)  The  aggregate  amount  available  will  be  deemed  to  be 
applied  for  the  following  purposes  in  the  order  in  which 
they  are  stated :  (a)  accrued  federal  income  and  war  profits 
and  excess  profits  taxes  for  the  taxable  year  (see  article 
845),  and  (b)  dividends  paid  after  the  expiration  of  the  first 
sixty  days  of  the  taxable  year  (see  section  201  of  the  statute 
and  article  1541)  and  other  corporate  purposes,  including 
the  purchase  of  outstanding  stock  of  the  corporation  previ- 
ously issued  (see  article  862) ,  In  any  case  where  the  above 
computation  would  be  indeterminate  because  of  the  effect 
of  the  provisions  of  this  article  upon  the  invested  capital  for 
the  year,  the  amount  of  such  invested  capital  for  the  pur- 
pose of  this  computation  may  be  deemed  to  be  the  invested 
capital  as  of  the  beginning  of  the  taxable  year,  plus  any 
additional  capital  paid  in  during  such  year  and  minus  any 
specific  withdrawal  or  liquidation  of  capital  during  such 
year.-*^'* 

"A  dividend  other  than  a  stock  dividend  affects  the  com- 
putation of  invested  capital  from  the  date  when  the  dividend 
is  payable  and  not  from  the  date  when  it  is  declared,  except 

«  Reg.  45,  Art.  857. 
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that  where  no  date  is  set  for  its  payment  the  date  when  de- 
clared will  be  considered  also  the  date  when  payable  for  the 
purpose  of  this  article.  For  the  purpose  of  computing  in- 
vested cajHtal  a  dividend  paid  after  the  expiration  of  the 
first  sixty  days  of  the  taxable  year  will  be  deemed  to  be  paid 
out  of  the  net  income  of  the  taxable  year  to  the  extent  of  the 
net  income  available  for  such  purpose  on  the  date  when  it  is 
payable.   See  article  857.   The  surplus  and  undivided  profits 
as  of  the  beginning  of  the  taxable  year  will  be  reduced  as 
of  the  date  when  the  dividend  is  payable  by  the  entire 
amount  of  any  dividend  paid  during  the  first  sixty  days  of 
the  taxable  year  and  by  the  amount  of  any  other  dividend 
in  excess  of  the  current  net  income  available  for  its  pay- 
ment.   In  the  case  of  a  dividend  paid  during  the  first  sixty 
days  of  a  taxable  year  which  exceeds  in  amount  the  sur- 
plus and  undivided  profits  as  of  the  beginning  of  the  taxable 
year  the  excess  will  be  deemed  to  be  paid  out  of  earnings 
of  the  taxable  year  available  at  the  date  when  the  dividend 
is  payable,  and  to  the  extent  that  such  earnings  are  insufii- 
cient  it  will  be  deemed  to  be  a  liquidation  of  paid  in  capital 
or  surplus.    From  the  date  when  any  dividend  is  payable 
the  amount  which  the  several  stockholders  are  entitled  to 
receive  will  be  treated  as  if  actually  paid  to  them,  whether 
or  not  it  is  so  paid  in  fact,  and  the  surplus  and  undivided 
profits,  either  of  the  taxable  year  or  of  the  preceding  years, 
will  in  accordance  with  the  foregoing  provisions  be  deemed 
to  be  reduced  as  of  that  date  by  the  full  amount  of  the  divi- 
dend.    Amounts  paid  to  stockholders  in  anticipation  of 
dividends  or  amounts  withdrawn  by  stockholders  in  excess 
.  of  dividends  declared,  will  in  computing  invested  capital  have 
the  same  effect  as  if  actually  paid  as  dividends.    See  also 
article  813,  and  see  generally  section  201  and  articles  1541- 
1549."^ 

"The  payment  of  a  stock  dividend  has  no  effect  upon  the 
amount  of  invested  capital.  Such  items  as  appraised  value 
of  good  will,  appreciation  in  value  of  real  estate  or  other 
tangible  property,  etc.,  although  carried  to  surplus  and  dis- 

7  Reg.  45,  Art.  85a 
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tributed  as  stock  dividends,  can  not  in  this  manner  be  cap- 
italized and  included  in  computing  invested  capital.  If  a 
corporation  has  paid  a  stock  dividend  in  excess  of  its  true 
surplus,  it  can  not  be  deemed  to  have  any  greater  invested 
capital  than  could  have  been  computed  had  no  such  stock 
dividend  been  paid."* 

"Where  a  corporation  either  directly  or  indirectly,  as  for 
example  through  a  trustee,  has  prior  to  the  taxable  year 
bought  its  own  stock,  either  for  the  purpose  of  retirement 
or  of  holding  it  in  the  treasury  or  for  other  purposes,  the 
entire  cost  of  such  stock  must  be  deducted  from  the  ag- 
gregate invested  capital  as  of  the  beginning  of  the  taxable 
year,  if  such  deduction  has  not  already  been  made.  Where 
such  stock  is  purchased  during  the  taxable  year  a  deduction 
from  the  invested  capital  as  of  the  beginning  of  the  taxable 
year  and  effective  from  the  date  of  such  purchase  is  re- 
quired only  to  the  extent  that  such  stock  has  not  been  pur- 
chased out  of  the  undivided  profits  of  the  taxable  year.  See 
article  857.  The  full  amount  derived  in  cash  or  its  equiva- 
lent from  the  resale  of  such  stock  may  be  included  in  the 
invested  capital  from  the  date  of  such  resale,  unless  such 
stock  had  been  purchased  out  of  earnings  of  the  taxable 
year.    See  article  542."* 

''Discount  allowed  on  the  sale  of  bonds  is  in  effect  an 
advance  on  account  of  interest,  so  that  the  effective  rate  of 
interest  in  such  a  case  is  equal  to  the  sum  of  the  nominal 
rate  plus  the  rate  necessary  to  amortize  the  discount  over 
the  life  of  the  bonds.  Where,  under  incorrect  accounting 
practices,  the  discount  on  bonds  has  been  charged  to  a 
property  account  or  otherwise  carried  as  an  asset,  and  is 
so  reflected  in  the  surplus  account,  it  is  necessary  in  com- 
puting invested  capital  to  make  an  adjustment  in  respect  of 
such  discount.  See  article  563."' 

"Where  insurance  is  carried  by  the  corporation  on  the  life 
of  an  officer  or  employee,  the  policy  may  be  included  as  an 
admissible  asset  and  reflected  in  the  surplus  account  at  the 
cash  surrender  value  as  of  the  beginning  of  the  taxable  year. 

•  R«R.  45.  Art.  850.  i  Beg.   40.   Art   848. 

•  B«f .  46.  Art  882. 
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The  whole  amount  of  premiums  paid  on  such  insurance  can 
not  be  included  in  surplus,  but  the  surplus  will  be  considered 
as  increased  as  of  the  beginning  of  each  taxable  year  by 
the  amount  added  to  the  cash  surrender  value  of  the  policy. 
See  article  294/'* 

"Real  or  personal  property  taken  by  a  corporation  in  pay- 
ment or  satisfaction  of  a  debt,  or  property  received  in  ex- 
change for  other  property,  will  be  an  admissible  asset  at  its 
fair  market  value  upon  receipt.  The  profit  or  loss,  if  any, 
resulting  from  the  transaction  will  not  be  reflected  in  in- 
vested capital  until  the  succeeding  taxable  year.  But  see  as 
to  the  foreclosure  of  a  mortgage  article  153.  See  also  section 
202  of  the  statute  and  articles  1561.1570."' 

''Only  the  amount  of  discount  which  has  actuaUy  been 
reported  by  a  bank  in  a  prior  year  as  taxable  income  and 
credited  to  surplus  account  may  be  included  in  surplus  as  of 
the  beginning  of  the  taxable  year.  For  the  treatment  of 
surplus  arising  out  of  sales  on  the  installment  plan  see  art- 
icles 42-46,  and  from  compensation  for  property  lost,  dam- 
aged or  condemned  see  articles  49  and  50."^ 


§185.  Reserve  for  taxes. — "For  the  purpose  of  computing 
invested  capital  federal  income  and  war  profits  and  excess 
profits  taxes  are  deemed  to  have  been  paid  out  of  the  net 
income  of  the  taxable  year  for  which  they  are  levied.  It  is 
immaterial,  therefore,  whether  reserves  for  the  payment 
of  such  taxes  for  the  preceding  year  have  been  set  up  or 
not,  or  if  set  up  whether  such  taxes  when  paid  have  actually 
been  charged  against  such  reserves.  Amounts  payable  on 
account  of  such  taxes  for  the  preceding  year  may  be  in- 
cluded in  the  computation  of  invested  capital  only  until  such 
taxes  become  due  and  payable.  A  deduction  from  the  in- 
vested capital  as  of  the  beginning  of  the  taxable  year  must 
therefore  be  made  for  such  taxes  or  any  installment  thereof, 
averaged  for  the  proportionate  part  of  the  taxable  year  after 
the  date  when  the  tax  or  the  installment  is  due  and  payable. 

>  Reg.  40.  Art.  846.  ♦  Reg.  45,  Art.  »10. 

•  Beg.  45.  Art.  847. 
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Where  as  a  result  of  an  audit  by  the  CommisBioner,  or  the 
acceptance  of  an  amended  return,  or  for  any  other  reason, 
the  amount  of  any  such  tax  for  the  preceding  year  is  sub- 
sequently changed,  a  corresponding  adjustment  will  be 
made  in  the  invested  capital  for  the  taxable  year  upon  the 
same  basis  as  if  the  corrected  amount  of  the  tax  for  the 
preceding  year  had  been  used  in  the  original  computation  of 
the  invested  capital  for  the  taxable  year.  See  articles  1541 
and  1542r* 

'In  the  case  of  corporations  having  a  fiscal  year,  the  fed- 
eral income  and  profits  taxes  for  the  taxable  year  1918  shall, 
for  the  purpose  of  computing  invested  capital  for  the  tax- 
able year  1919  be  deemed  to  become  due  and  payable  as 
follows :  (a)  As  to  such  amounts  as  became  due  and  payable 
prior  to  February  25,  1919,  under  the  provisions  of  section 
14(a),  Revenue  Act  of  1916,  such  law  shall  govern;  (5) 
in  all  other  respects  the  provisions  of  section  250  of  the 
Revenue  Act  of  1918  shall  govern  except  that  the  install- 
ments which  would  become  due  prior  to  February  25,  1919, 
shall  be  deemed  to  become  due  and  payable  on  that  date; 
(c)  any  amounts  which  became  due  and  payable  under  said 
section  14  (a)  prior  to  February  25  shall,  so  far  as  possible, 
be  deemed  to  cancel  the  earlier  installments  payable  under 
said  section  250.  For  example,  a  corporation  whose  fiscal 
year  ended  August  31,  1918,  is  assessed  a  total  income  and 
profits  tax  under  the  1917  law  of  $250,000  and  an  additional 
tax  under  the  1918  law  of  $110,000.  The  total  tax  of  $360,- 
000  would,  for  the  purpose  of  computing  invested  capital, 
be  deemed  to  become  due  and  payable  as  follows :  February 
15,  1919,  $250,000;  May  15,  1919,  $20,000;  August  15,  1919, 
$90,000.  If,  assuming  the  same  taxes,  the  fiscal  year  ended 
September  30,  1918,  the  total  tax  would,  for  the  purpose  of 
computing  invested  capital,  be  deemed  to  become  due  and 
payable  as  follows:  February  25,  1919,  $90,000;  March  15, 
1919,  $90,000;  June  15,  1919,  $90,000;  September  15,  1919, 
$90,000.  The  provisions  of  this  article  apply  solely  for  the 
purpose  of  computing  invested  capital  and  do  not  affect  the 

»  Keg.  45,  Art.  845.     See  T.  D.  2791,  Feb.  17.  1919  (B.  A.  1917).    Cf.  Bxcest 
Profits  Tax  Primer,  March  19.  1918.  qnestlon  71. 
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provisions  of  T.  D.  2797  in  regard  to  the  time  and  manner 
of  paying  taxes  where  corporations  have  filed  returns  for 
fiscal  years  ending  in  1918/'* 

•Keg.  45,  Art.  &lG(a).  added   by  T.   D.  2931,  Oct.   7.  1919. 
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Exclusions,  Deductions  and  Adjustments. 

§191.  Borrowed  capitaL — ^The  term  "invested  capital" 
does  not  include  borrowed  capital/ 

The  term  **borrowed  capital''  means  money  or  other  prop- 
erty borrowed,  whether  represented  by  bonds,  notes,  open 
accounts  or  otherwise." 

"Any  interest  in  a  corporation  represented  by  bonds, 
debentures  or  other  securities,  by  whatever  name  called, 
including  so-called  preferred  stock,  if  with  respect  to  the 
pajrment  of  either  interest  or  principal  it  ranks  with  or  prior 
to  the  interest  of  the  general  creditors,  is  borrowed  capital 
and  cannot  be  included  in  computing  invested  capital.  Any 
such  preferred  stock  may,  however,  be  so  included  if  it  is 
deferred  with  respect  to  the  payment  of  both  interest  and 
principal  to  the  interest  of  the  general  creditors."' 

"Whether  a  given  amount  paid  into  or  left  in  the  busi- 
ness of  a  corporation  constitutes  borrowed  capital  or  paid- 
in  surplus  is  largely  a  question  of  fact.  Thus,  indebtedness 
to  stockholders  actually  cancelled  and  left  in  the  business 
would  ordinarily  constitute  paid-in  surplus,  while  amounts 
left  in  the  business  representing  salaries  of  officers  in  ex- 
cess of  their  actual  withdrawals,  or  deposit  accounts  in 
favor  of  partners  in  a  partnership  succeeded  by  the  corpora- 
tion, will  be  consider^  paid-in  surplus  or  borrowed  capital 
according  to  the  facts  of  the  particular  case.  The  general 
principle  is  that  if  interest  is  paid  or  is  to  be  paid  on  any 
such  amount,  or  if  the  stockholder's  or  officer's  right  to  re- 
payment of  such  amount  ranks  with  or  before  that  of  the 
general  creditors,  the  amount  so  left  with  the  corporation 
must  be  considered  as  borrowed  capital  and  be  so  treated 
in  computing  invested  capital."* 

1  R.  A.  IMA,  Sm.  S26(b).  «  Reg.  45.  Art  812. 

>  R.  A.  191d,  Sec.  3^(a).  «  Reg.  45.  Art.  813. 
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''Items  such  as  deposits  or  amounts  due  to  other  banks 
shown  in  the  balance  sheet  of  a  bank,  unexpired  subscrip- 
tions shown  in  the  balance  sheet  of  a  publishing  concern, 
etc.,  are  deemed  liabilities  and  can  not  be  included  in  com- 
puting invested  capital."* 

§192.  Inadmissible  assets. — There  shall  be  deducted  from 
invested  capital  as  previously  defined  a  percentage  thereof 
equal  to  the  percentage  which  the  amount  of  inadmissible 
assets  is  of  the  amount  of  admissible  and  inadmissible 
assets  held  during  the  taxable  year.* 

The  term  ''inadmissible  assets''  means  stocks,  bonds 
and  other  obligations  (other  than  obligations  to  the  United 
States),  the  dividends  or  interest  from  which  are  not  in- 
cluded in  computing  net  income;  but  where  the 
income  derived  from  such  assets  consists  in  part 
of  gain  or  profit  derived  from  the  sale  or  other  dis- 
position thereof,  or  where  all  or  part  of  the  interest  de- 
rived from  such  assets  is  in  effect  included  in  net  income 
because  of  the  limitation  on  the  deduction  of  interest 
described  in  §121,  a  corresponding  part  of  the  capital 
invested  in  such  assets  shall  not  be  deemed  to  be  inadmis- 
sible assets.  The  term  "admissible  assets''  means  all  assets 
other  than  inadmissible  assets,  valued  in  accordance  with 
the  provisions  of  chapters  17,  18  and  20.^ 

"For  the  purpose  of  ascertaining  the  deductible  percent- 
age the  amount  of  inadmissible  assets  held  during  the  year 
may  ordinarily  be  determined  by  dividing  by  two  the  sum 
of  the  amoimt  of  such  assets  held  at  the  beginning  of  the 
year  and  the  amount  held  at  the  end  of  the  year.  The 
total  amount  of  admissible  and  inadmissible  assets  held 
during  the  year  may  ordinarily  be  determined  by  dividing 
by  two  the  sum  of  the  amount  of  such  assets  held  at  the 
beginning  of  the  year  and  the  amount  at  the  end  of  the 
year.  If  at  any  time  a  substantial  change  has  taken  place 
either  in  the  amount  of  inadmissible  assets  or  in  the  total 
amount  of  admissible  and  inadmissible  assets,  the  effect  of 

■  Reg.  46,  Art.  814.  ^  r.  a.  1918,  Sec.  325(a). 

•  B.  A.  1918.  Sec.  826(c). 
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such  change  sliall  be  averaged  exactly  from  the  date  on 
which  it  occurred.  In  any  case  where  the  Commissioner 
finds  that  either  amount  determined  as  above  provided 
does  not  substantially  reflect  the  average  situation  through- 
out the  year,  and  that  the  amount  of  each  kind  of  assets 
held  on  a  given  day  of  each  month  throughout  the  year  or 
at  more  frequent  regular  intervals  can  be  determined,  the 
amount  of  inadmissible  assets  and  the  amount  of  both  kinds 
of  assets  held  during  the  year  shall  be  determined  by  aver- 
aging the  amounts  held  at  such  several  times.  In  making 
the  computations  under  this  article  the  valuation  at  which 
each  asset  is  carried  shall  be  adjusted  in  accordance  with 
the  provisions  of  the  statute  and  of  the  regulations  relating 
to  the  valuation  of  assets  for  the  purpose  of  computing 
invested  capital,  including  in  such  adjustment  the  amount  of 
reserves  for  depreciation,  depletion,  amortization  and  other 
reserves  which  represent  the  valuation  of  assets.  It  is 
immaterial  whether  any  asset  was  acquired  out  of  invested 
capital  or  out  of  profits  earned  during  the  year  or  borrowed 
capital/'' 

"Stocks,  bonds  and  other  obligations  (other  than  obliga- 
tions of  the  United  States),  the  dividends  or  interest  from 
which  are  not  required  to  be  included  in  computing  net 
income,  are  inadmissible  assets  even  though  no  such  divi- 
dends or  interest  have  been  actually  paid  or  received  during 
the  taxable  year.  The  failure  to  pay  or  to  receive  divi- 
dends or  interest  does  not  change  the  status  of  such  securi- 
ties as  inadmissible  assets.  A  corporation  can  hot  by  in- 
cluding the  income  from  inadmissible  assets  as  taxable 
income  create  the  right  to  have  such  assets  considered 
admissible  assets."* 

"Obligations  of  a  State  or  Territory  or  any  municipal  or 
other  political  subdivision  thereof,  of  the  District  of  Col- 
umbia, or  of  any  possession  of  the  United  States,  and  fed- 
eral farm  loan  bonds,  not  being  obligations  of  the  United 
States  within  the  meaning  of  the  statute,  are  inadmissible 

•  Rog.  45.  Art.  852. 

•  Reg.  45    Art.  816.     Cf.  T.  D.  2541,  Oct.  20,  1917. 
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assets.  See  section  213(b)  of  the  statute  and  articles  74- 
82/'^ 

*'{a)  Where  the  income  derived  from  inadmissible  assets 
consists  in  part  of  profit  from  the  disposition  thereof,  or 
(b)  where  all  or  a  part  of  the  interest  derived  from  such 
assets  is  in  effect  included  in  net  income  because  the  inter- 
est paid  on  indebtedness  incurred  or  continued  to  purchase 
or  carry  such  assets  may  not  be  deducted  from  gross 
income,  in  either  case  a  corresponding  part  of  the  capital 
invested  in  such  assets  shall  be  deemed  an  admissible  asset. 
This  article  applies  separately  to  each  issue  or  class  of  inad- 
missible securities  held  by  a  corporation.  For  example,  it 
may  hold  A  company  stock  costing  $100,000  and  B  company 
stock  costing  $200,000.  During  the  year  it  receives  $8,000 
in  dividends  from  A  company  and  $5,000  from  B  company, 
and  on  September  30  sells  part  of  its  B  company  stock  at  a 
profit  of  $3,000.  For  the  period  from  January  1  to  Sep- 
tember 30  $75,000  of  its  holdings  of  B  company  stock  be- 
come admissible.  After  September  30  its  remaining  hold- 
ings of  B  company  stock  are  inadmissible,  but  the  proceeds 
of  the  sale  are  admissible  unless  invested  in  inadmissibles. 
See  articles  852  and  854.'" 

'' Admissible  assets  include  all  assets  other  than  inad- 
missible assets.  Organization  expenses  and  deferred  charges 
against  future  income  are  admissible  assets.  For  all  pur- 
poses of  computing  invested  capital  admissible  assets  must 
be  valued  in  accordance  with  the  provisions  of  sections  326, 
330  and  331  of  the  statute  and  the  articles  thereunder. 
Thus,  for  example,  intangible  property  paid  in  for  stock  or 
shares  is  an  admissible  asset,  but  it  cannot  be  valued  at 
an  amount  in  excess  of  that  at  which  it  may  be  included  in 
computing  invested  capital  under  paragraphs  (4)  and  (5) 
of  section  326(a)."* 


§193.  Average  invested  capitaL — ^The  invested  capital  for 
any  period  shall  be  the  average  invested  capital  for  such 

1  Reg.  45.  Art.  816.  •  Reg.  45,  Art.  818. 

'  Reg.  46,  Art.  817. 
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period,  but  in  the  case  of  a  corporation  making  a  return 
for  a  fractional  part  of  a  year,  it  shall  (except  as  otherwise 
specified  in  §22)  be  the  same  fractional  part  of  such 
average  invested  capital.  The  average  invested  capital  for 
the  prewar  period  shall  be  determined  by  dividing  the  num- 
ber of  years  within  that  period  during  the  whole  of  which 
the  corporation  was  in  existence  into  the  sum  of  the  aver- 
age invested  capital  for  such  years/ 

'The  invested  capital  as  of  the  beginning  of  any  period 
of  one  year  or  less  should  be  adjusted  by  an  appropriate 
addition  or  deduction  for  each  change  in  invested  capital 
during  the  period.  The  amount  so  added  or  deducted  in 
each  case  is  the  amount  of  the  change  averaged  for  the 
time  remaining  in  the  period  during  which  it  is  in  effect. 
The  fraction  used  in  finding  such  average  is  the  number 
of  days  remaining  in  the  period  (including  the  day  on  which 
the  change  occurs)  over  the  number  of  days  in  the  period. 
Thus  if  a  return  is  made  for  the  calendar  year  ending  De- 
cember 81,  1918,  and  if  $100,000  of  additional  capital  was 
paid  in  on  February  17,  1918,  this  addition  to  invested  capi- 
tal is  in  effect  for  318  days,  and  the  amount  to  be  added 
to  the  invested  capital  as  of  the  beginning  of  the  year  would 
be  818/365  of  $100,000,  or  $87,123.29.  If  $60,000  of  this 
amount  was  withdrawn  on  October  31,  1918,  the  amount  to 
be  deducted  would  be  62/365  of  $50,000,  or  $8,493.45.''* 

"For  the  purpose  of  computing  invested  capital  for  any 
period  of  one  year  or  less  each  corporation  shall  add  together 
its  paid-in  capital  and  its  paid-in  or  earned  surplus  and  un- 
divided profits  (under  whatever  name  it  may  be  called) 
as  shown  by  its  books  at  the  beginning  of  the  period.  The 
total  so  obtained  shall  be  adjusted  (a)  for  any  property  paid 
in,  or  for  any  asset  reflected  in  surplus  and  undivided 
profits,  which  is  not  carried  on  the  books  at  the  valuation 
prescribed  by  the  statute  or  by  the  regulations,  and  (h) 
for  any  changes  in  paid-in  capital  or  in  paid-in  or  earned 
surplus  and  undivided  profits  (not  including  surplus  and  un- 
divided profits  earned  during  the  period)  occurring  during 

*  R.  A.  1918,  Sec.  326(d).  •  Reg.  45,  Art.  8G3. 
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the  period,  averaged  for  the  time  for  which  auch  changes 
are  effective.  See  article  853.  The  total  so  obtained  and 
adjusted  is  the  average  invested  capital  for  the  period, 
unless  the  corporation  at  any  time  during  the  period  held 
any  inadmissible  assets,  in  which  case  such  total  must  be 
reduced  by  a  percentage  thereof  equal  to  the  percentage 
which  the  amount  of  inadmissible  assets  held  during  the 
period  is  of  the  total  amount  of  admissible  and  inadmissible 
assets  held  during  the  period.  See  article  852.  The  in- 
vested capital  for  any  year  during  the  prewar  period  is 
determined  in  the  same  manner  as  for  the  taxable  year. 
The  invested  capital  can  not  be  determined  by  adding  the 
amounts  of  the  assets  of  a  corporation.^'* 

'In  the  case  of  a  corporation  making  a  return  for  a  full 
year  of  twelve  months,  its  invested  capital  for  the  year  is 
the  average  invested  capital  for  the  year.  In  the  case  of  a 
corporation  making  a  return  for  a  fractional  part  of  a  year, 
its  invested  capital  for  such  period  is  the  same  fractional 
part  of  the  average  invested  capital  for  such  period,  except 
that  for  the  purpose  of  section  311(a)  (2)  of  the  statute 
it  is  the  full  average  invested  capital  for  the  period.  In 
computing  the  tax  under  a  return  for  a  fractional  part  of  a 
period  the  same  purpose  may  sometimes  be  more  readily 
effected  by  using  the  full  average  invested  capital  and 
taking  a  fractional  part  of  the  result,  as  in  schedule  III  of 
form  1120.  In  schedule  IV  of  the  same  form,  however,  the 
fractional  part  of  the  full  average  invested  capital  for  the 
period  should  be  used.    See  articles  720  and  863."' 

The  following  is  an  illustration  of  invested  capital  for  a 
fractional  part  of  a  year: 

'^A  corporation  was  organized  July  1,  1918,  and  makes  a 
return  for  the  six  months  ending  December  31,  1918.  The 
invested  capital  consists  of  $100,000  paid  in  on  July  1  and 
$100,000  paid  in  on  October  1.  The  average  invested  capital 
for  such  period  would  be  $100,000  plus  92/184  (not  92/365) 
of  $100,000,  or  $50,000,  a  total  of  $150,000.  The  invested 
capital  for  the  period  for  the  purpose  of  the  tax  would,  how. 

•  Reg.  45,  Art.  854.  »  Beg.  4ft.  Art.  80S. 
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ever,  be  6/12  of  $150,000,  or  $75,000.  But  see  section  811(a) 
(2)  of  the  statute/'' 

•  Reg.  45.  Art.  850. 
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Reorganizations 

§201.  Invested  capital  for  prewar  period. — ^In  the  case  of 
the  reorganization,  consolidation  or  change  of  ownership 
after  January  1,  1911,  of  a  trade  or  business  now  carried 
on  by  a  corporation,  the  corporation  shall  for  the  purposes 
of  the  excess  profits  tax  be  deemed  to  have  been  in  exist- 
ence prior  to  that  date,  and  the  net  income  and  invested 
capital  of  such  predecessor  trade  or  business  for  all  or  any 
part  of  the  prewar  period  prior  to  the  organization  of  the 
corporation  now  carrying  on  such  trade  or  business  shall  be 
deemed  to  have  been  the  net  income  and  invested  capital 
of  such  corporation/ 

If  such  predecessor  trade  or  business  was  carried  on  by  a 
partnership  or  individual  the  net  income  for  the  prewar 
period  shall  be  ascertained  and  returned  as  nearly  as  may 
be  upon  the  same  basis  and  in  the  same  manner  as  provided 
for  corporations  under  the  present  statute,  including  a  rea- 
sonable deduction  for  salary  or  compensation  to  each  part- 
ner or  the  individual  for  personal  services  actually  ren- 
dered/ 

"The  first  two  paragraphs  of  section  830  of  the  statute 
relate  only  to  the  prewar  period  and  not  to  the  invested 
capital  or  net  income  for  the  taxable  year.  Under  their 
provisions  in  the  case  of  a  reorganization,  consolidation  or 
change  of  ownership,  the  corporation  is  r^r&rded  as  having 
been  in  existence  prior  to  the  date  of  such  reorganization, 
consolidation  or  change  in  ownership,  and  the  net  income 
and  invested  capital  of  the  predecessor  trade  or  business 
for  all  or  any  part  of  the  prewar  period  prior  to  the  organi- 
zation of  the  present  corporation  are  deemed  to  have  been 
the  net  income  and  invested  capital  of  such  corporation/^' 

1  R.  A.  ms.  See  OO.  «  Re^.  45,   Art.  931. 
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'If  the  predecessor  trade  or  business  was  carried  on  by  a 
partnership  or  individual,  the  corporation  shall  make  its 
return  of  the  net  income  and  invested  capital  of  such  trade 
or  business  as  nearly  as  may  be  in  the  same  manner  as  if 
such  trade  or  business  had  been  carried  on  by  a  corporation. 
It  shall  submit  with  its  return  a  statement  setting  forth 
(a)  the  manner  in  which  such  trade  or  business  was  carried 
on  and  (b)  the  points,  if  any,  in  which  the  provisions  of  the 
statute  and  of  the  regulations  are  not  fully  applicable  to  the 
determination  of  the  net  income  or  invested  capital  of  the 
predecessor  trade  or  business  for  the  prewar  period.  In  no 
case  shall  the  deduction  from  gross  income  for  salary  or 
compensation  for  personal  services  exceed  the  salaries  or 
compensation  customarily  paid  at  that  time  by  corporations 
or  partnerships  of  similar  size  and  standing  engaged  in  sim- 
ilar trades  or  businesses  for  similar  services  under  like 
responsibilities.''' 

If  any  asset  of  the  trade  or  business  in  existence  both 
during  the  taxable  year  and  any  prewar  year  is  included 
in  the  invested  capital  for  the  taxable  year,  but  is  not  in- 
cluded in  the  invested  capital  for  such  prewar  year,  or  is 
valued  on  a  different  basis  in  computing  the  invested  capital 
for  the  taxable  year  and  such  prewar  year,  respectively, 
then  such  readjustments  shall  be  made  as  are  necessary  to 
place  the  computation  of  the  invested  capital  for  such  pre- 
war year  on  the  basis  employed  in  determining  the  invested 
capital  for  the  taxable  year.^ 

''In  any  case  in  which  as  a  result  of  a  reorganization  or  for 
any  other  reason  any  asset  in  existence  both  during  the 
taxable  year  and  any  prewar  year  is  included  in  computing 
the  invested  capital  for  the  taxable  year,  but  is  not  in- 
cluded in  computing  the  invested  capital  for  such  prewar 
year,  or  is  valued  on  a  different  basis  in  computing  the 
invested  capital  for  the  two  years,  the  difference  resulting 
therefrom  shall  not  be  included  in  determining  the  difference 
ten  per  cent  of  which  is  added  to  or  deducted  from  the  war 
profits  credit  under  section  311  (a)  (2)  of  the  statute.  In  any 

»  Reg.  45,  Art.  932.  *  R.  A.  1018,  Sec.  330. 
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such  case  the  corporation  shall  make  the  readjustment  re- 
quired by  the  statute,  and  shall  submit  with  its  return  a 
full  statement  of  the  difference  in  such  valuations  and  of  the 
facts  which  crive  rise  to  such  difference*.  See  also  section 
331  and  article  941/" 

§202.  Incorporation  of  business. — In  the  case  of  the  or- 
ganization as  a  corporation  before  July  1, 1919,  of  any  trade 
or  business  in  which  capital  is  a  material  income-producing 
factor  and  which  was  previously  owned  by  a  partnership  or 
individual,  the  net  income  of  such  trade  or  business  from 
January  1,  1918,  to  the  date  of  such  reorganization  may  at 
the  option  of  the  individual  or  partnership  be  taxed  as  the 
net  income  of  a  corporation  is  taxed.  In  such  event  the  net 
income  and  invested  capital  of  such  trade  or  business  shall 
be  computed  as  if  such  corporation  had  been  in  existence  on 
and  after  January  1,  1918,  and  the  undistributed  profits  or 
earnings  of  such  trade  or  business  shall  not  be  subject  to 
the  surtax,  but  amounts  distributed  on  or  after  January  1, 
1918,  from  the  earnings  of  such  trade  or  business  shall  be 
taxed  to  the  recipients  as  dividends,  and  all  the  income  and 
profits  tax  provisions  relating  to  corporations  shall  so  far  as 
practicable  apply  to  such  trade  or  business.  This  paragraph 
shall  not  apply,  however,  to  any  trade  or  business  the  net 
income  of  which  for  the  taxable  year  1918  was  less  than 
20  per  cent  of  its  invested  capital  for  such  year.  Any  tax- 
payer who  takes  advantage  of  this  paragraph  shall  pay  the 
capital  stock  tax  imposed  by  the  present  statute  and  by  the 
Revenue  Act.  of  1916*  as  if  such  taxpayer  had  been  a  cor- 
poration on  and  after  January  1,  1918,  with  a  capital  stock 
having  no  par  value.^ 

**A  business  enterprise  (a)  which  is  organized  as  a  cor- 
poration before  July  1,  1919,  (5)  in  which  capital  is  and  has 
been  a  material  income-producing  factor,  and  (c)  which  was 
previously  owned  by  a  partnership  or  individual,  may  elect 
to  be  taxed  as  a  corporation  on  its  net  income  from  January 

•  R«ff.  4B.  Art  9M. 

•  Bee  R.  A.  1918,  Sec.  1.000.  and  R.  A.  1»16,  Sec.  407. 
7  R.  A.  1018,  See.  SaO. 
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1,  1918,  to  the  date  of  organization  of  the  corporation.  In 
such  event  the  corporation  shall  be  treated  as  if  in  exists 
ence  since  January  1,  1918,  for  the  purposes  of  the  income 
tax,  the  war  profits  and  excess  profits  tax,  and  the  capital 
stock  tax.  The  adoption  of  any  other  date  than  January 
1, 1918,  for  such  purpose  is  not  permissible.  But  this  option 
is  not  extended  to  a  business  enterprise  with  a  net  income 
for  the  taxable  year  1918  less  than  20  per  cent  of  its  in- 
vested capital.'" 

§203.  Invested  capital  for  taxable  year. — In  the  case  of 
the  reorganization,  consolidation  or  change  of  ownership 
of  a  trade  or  business,  or  change  of  ownership  of  property, 
after  March  3,  1917,  if  an  interest  or  control  in  such  trade 
or  business  or  property  of  fifty  per  cent  or  more  remains  in 
the  same  persons,  or  any  of  them,  then  no  asset  transferred 
or  received  from  the  previous  owner  shall  for  the  purpose 
of  determining  invested  capital  be  allowed  a  greater  value 
than  would  have  been  allowed  under  the  statute  in  com- 
puting the  invested  capital  of  such  previous  owner  if  such 
asset  had  not  been  so  transferred  or  received.  If  such  pre- 
vious owner  was  not  a  corporation,  then  the  value  of  any 
asset  so  transferred  or  received  shall  be  taken  at  its  cost  of 
acquisition  (at  the  date  when  acquired  by  such  previous 
owner)  with  proper  allowance  for  depreciation,  impairment, 
betterment  or  development,  but  no  addition  to  the  original 
cost  shall  be  made  for  any  charge  or  expenditure  deducted 
as  expense  or  otherwise  on  or  after  March  1,  1913,  in  com- 
puting the  net  income  of  such  previous  owner  for  purposes 
of  taxation.'^* 

**Where  a  business  is  reorganized,  consolidated  or  trans- 
ferred, or  property  is  transferred,  after  March  3,  1917,  and 
an  interest  of  fifty  per  cent  or  greater  in  such  business 
or  property  remains  in  any  of  the  previous  owners,  then  for 
the  purpose  of  determining  invested  capital  each  asset  so 
transferred  is  valued  (a)  as  if  still  in  the  possession  of  the 
previous  owner,  if  a  corporation,  or,  if  not  a  corporation, 

•  Reg.  45,  Art.  988.  •  R.  A.  1918,  Sec.  331. 
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(b)  at  its  cost  to  such  previous  owner,  with  proper  adjust- 
ments for  losses  and  improvements.  This  provision  is  ac- 
cordingly concerned  with  the  computation  of  invested  capital 
for  the  taxable  year,  while  section  330  of  the  statute  is 
chiefly  concerned  with  the  determination  of  invested  capital 
for  the  prewar  period.  See  articles  931,  932  and  1561- 
1570."^ 

An  ^'interest  or  control'*  of  fifty  per  cent  or  more  probably 
means  something  more  than  a  mere  voting  control.  So,  if  a 
corporation  with  $100,000  of  non-voting  preferred  stock 
and  $100,000  of  voting  common  stock  issues  $75,000  of  com- 
mon stock  to  a  person  for  his  business  or  property,  this  sec- 
tion should  not  be  applicable. 

^  Reg.  45.  Art.  041. 


982 

Digitized  by  VjOOQIC 


PART  IV 
Return  and  Payment  of  Tax 

CHAPTER  21 

Withholding  from  Income  of  Nonresident 
Aliens  and  Foreign  Corporations 

§211.  Extent  of  withholding. — ^All  individuals,  corporations 
and  partnerships,  in  whatever  capacity  acting,  including 
lessees,  mortgagors,  fiduciaries  and  employers,  having  the 
control,  receipt,  custody,  disposal  or  payment  of  interest, 
rent,  salaries,  wages,  premiums,  annuities,  compensations, 
remunerations,  emoluments  or  other  fixed  or  determinable 
annual  or  periodical  gains,  profits  and  income  of  any  nonresi- 
dent alien  individual  or  of  any  foreign  corporation  not  en- 
gaged in  trade  or  business  within  the  United  States  and  not 
having  any  office  or  place  of  business  therein  shall  deduct 
and  withhold  from  such  income  a  tax  equal  to  eight  i)er  cent 
thereof  in  the  case  of  income  of  such  individuals  and  a  tax 
equal  to  ten  per  cent  thereof  in  the  case  of  income  of  such 
corporations.  A  tax  equal  to  eight  per  cent  thereof  shall 
also  be  withheld  from  the  interest  on  securities  the  owners 
of  which  are  imknown  to  the  withholding  agent.^ 

These  provisions  do  not  apply  to  income  received  as  divi- 
dends from  a  corporation  which  is  liable  to  the  income  tax, 
nor  to  interest  received  on  corporate  bonds  containing  a 
covenant  that  the  interest  shall  be  paid  free  from  federal 
taxes.    They  do,  however,  apply  to  interest  received  on 

I  !  ^    '    .1-  .  ^  ..  .."... 

»  R.  A.  1918,  Sees.  221(a)  and  237.  Cf.  T.  D.  1887,  Oct  26,  1918;  T.  D.  1890,  Oct 
31,  1913;  T.  D.  1893,  Not.  6,  1913;  T.  D.  1894,  Nov.  12,  1913;  T.  D.  1905,  Nov.  28. 
1913;  T.  D.  1906,  Nov.  28,  1918;  T.  D.  1908,  Nov.  2^  1918;  T.  D.  2013,  Aug.  12, 
1914:  T.  D.  2109.  Dec.  28,  1914:  T.  D.  2135,  Jan.  23,  1915;  T.  D.  2317,  Apr.  4,  1916; 
T.  D.  2284,  Apr.  24,  1916;  T.  D.  2388,  Oct.  80,  1916;  T.  D.  2407.  Dec.  4.  1916;  T. 
D.  2684,  Nov.  20,  1917;  T.  D.  2623,  Dec.  28,  1917;  T.  D.  2662,  Feb.  6,  1918. 
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corporate  bonds  not  containing  a  tax-free  covenant,  but  for 
convenience  the  subject  of  withholding  from  bond  in- 
terest, by  whomever  received,  is  discussed  in  the  following 
chapter.  This  chapter  therefore  deals  particularly  with 
withholding  from  the  income  of  nonresident  alien  individuals 
and  nonresident  foreign  corporations,  other  than  dividends 
on  the  stock  of  taxable  corporations,  as  to  which  withhold- 
ing is  in  no  event  required,  and  other  than  interest  on  cor- 
porate bonds,  as  to  which  withholding  is  required  to  the 
extent  described  in  chapter  22. 

It  should  be  borne  in  mind  that  no  withholding  is  neces- 
sary from  income  derived  from  sources  without  the  United 
States,  even  though  paid  over  within  the  United  States. 

The  term  "withholding  agent"  means  any  person  required 
to  deduct  and  withhold  any  tax  under  the  provisions  of  this 
chapter  or  chapter  22.' 

"In  general  withholding  is  required  (a)  of  a  tax  of  8  per 
cent  in  the  case  of  fixed  or  determinable  annual  or  periodical 
income  (other  than  dividends  from  corporations  liable  to  the 
income  tax  and  interest  upon  corporate  bonds  containing  a 
tax-free  covenant  clause)  payable  to  a  nonresident  alien  in- 
dividual ;  (h)  of  a  tax  of  10  per  cent  in  the  case  of  fixed  or 
determinable  annual  or  periodical  income  (other  than  divi- 
dends from  corporations  liable  to  the  income  tax  and  interest 
upon  corporate  bonds  containing  a  tax-free  covenant  clause) 
payable  to  a  foreign  corporation  not  engaged  in  trade  or  busi- 
ness within  the  United  States  and  not  having  any  office  or 
place  of  business  therein ;  and  (c)  of  a  tax  of  2  per  cent  in  the 
case  of  interest  payable  to  an  individual  or  a  partnership, 
whether  resident  or  nonresident,  or  to  a  foreign  corporation 
not  engaged  in  trade  or  business  within  the  United  States 
and  not  having  any  office  or  place  of  business  therein,  upon 
bonds  or  other  obligations  of  domestic  or  resident  foreign 
corporations  containing  a  so-called  tax-free  covenant  clause. 
Withholding  in  all  cases  at  the  highest  applicable  rate  is 
also  required  from  interest  on  bonds  or  other  securities 
where  the  owner  of  such  securities  is  unknown  to  the  with- 

s  R.  A.  1918,  Sec.  200.  "^ 
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holdiner  agent.  Bonds  issued  under  a  trust  deed  containing 
a  tax-free  covenant  are  treated  as  if  they  contained  such 
a  covenant.  A  foreign  corporation  having  a  fiscal  agency  in 
this  country  is  required  to  withhold  a  tax  of  2  per  cent 
upon  the  interest  on  its  tax-free  covenant  bonds.  See  fur- 
ther sections  200,  217,  237  and  256  of  the  statute  and  ar- 
tides  1583,  311-316,  601  and  1071.1080."' 

'*With  respect  to  payments  to  foreign  corporations  not 
engaged  in  trade  or  business  within  the  United  States  and 
not  having  any  office  or  place  of  business  therein,  withhold- 
ing is  required  of  a  tax  of  2  per  cent  in  the  case  of  interest 
payable  upon  corporate  bonds  or  other  obligations  contain- 
ing a  tax-free  covenant  clause,  and  of  a  tax  of  10  per  cent 
in  the  case  of  other  fixed  or  determinable  annual  or  peri- 
odical income,  other  than  corporate  dividends.  See  section 
221  of  the  statute  and  articles  861-376.  To  enable  debtors  in 
the  United  States  to  distinguish  between  foreign  corpora- 
tions which  have  and  those  which^have  not  any  office  or 
place  of  business  in  the  United  States,  and  also  to  enable 
such  corporations  as  have  an  office  or  place  of  business  in 
the  United  States  to  claim  exemption  from  withholding  the 
tax  on  bond  interest  or  other  income,  a  certificate  stating 
that  any  sucli  corporation  has  an  office  or  place  of  business 
in  the  United  States  should  be  filed  by  it  with  the  debtor.''* 

"Only  (a)  fixed  or  determinable  (6)  annual  or  periodical 
income  is  subject  to  withholding.  Among  such  income,  giv- 
ing an  idea  of  the  general  character  of  income  intended,  the 
statute  specifies  interest,  rent,  salaries,  wages,  premiums, 
annuities,  compensations,  remunerations  and  emoluments. 
But  other  kinds  of  income  may  be  included,  (a)  Income  is 
fixed  when  it  is  to  be  paid  in  amounts  definitely  predeter- 
mined.  On  the  other  hand,  it  is  determinable  whenever 
there  is  a  basis  of  calculation  by  which  the  amount  to  be 
paid  may  be  ascertained.  (6)  The  income  need  not  be  paid 
annually  if  it  is  paid  periodicaUy,  that  is  to  say,  from  time 
to  time,  whether  or  not  at  regular  intervals.  That  the 
length  of  time  during  which  the  payments  are  to  be  made 


•  Reff.  46»  Art  8«1. 
«  B«g.  46,  Art.  601. 
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may  be  increased  or  diminished  in  accordance  with  some- 
one's will  or  with  the  happening  of  an  event  does  not  make 
the  pajrments  any  the  less  determinable  or  periodical.  A 
salesman  working  by  the  month  for  a  commission  on  sales 
which  is  paid  or  credited  monthly  receives  determinable 
periodical  income/" 

When  a  note  is  given  a  nonresident  alien  in  payment  of 
interest,  rent  or  other  income,  it  should  probably  be  for  a 
sum  less  the  tax  required  to  be  withheld,  although  under 
the  Revenue  Act  of  1913  it  was  ruled  that  the  deduction 
should  be  made  when  the  note  was  paid,  even  though  it  had 
been  negotiated/ 

'Tajrments  made  after  October  6, 1917,  to  the  alien  prop- 
erty custodian  are  in  the  same  category  as  pajrments  made 
to  or  for  citizens  or  residents  of  the  United  States.  With- 
holding at  the  source  is  accordingly  unnecessary  except  in 
the  case  of  interest  payments  on  corporate  bonds  or  other 
obligations  containing  a  tax-free  covenant  where  no  exemp- 
tion is  claimed.  The  alien  property  custodian  should  use 
form  1000  (revised)  in  collecting  interest  on  bonds  contain- 
ing a  tax-free  covenant  and  in  all  other  cases  should  use 
form  1001  (revised) .  No  distinction  is  to  be  made  between 
pasrments  directly  to  the  alien  property  custodian  and  to 
his  depositaries  and  between  interest  on  registered  bonds 
and  interest  on  coupon  bonds.  In  the  case  of  enemies  or 
allies  of  enemies  holding  a  license  granted  under  the  pro- 
visions of  the  Trading  with  the  Enemy  Act,  withholding  is 
required  as  in  the  case  of  any  nonresident  alien  not  an  enemy 
or  ally  of  enemy.    See  article  446.'" 

§212.  Withholding  by  employers. — ^In  the  discretion  of  the 
Commissioner  the  benefit  of  the  credits  for  a  personal  ex- 
emption and  for  dependents,  described  dn  §12^,  may  be 
received  by  a  nonresident  alien  individual  by  filing  a 
claim  therefor  with  the  withholding  agent,  except  that  if 
the  alien  is  a  subject  of  a  country  which  imposes  an  income 

•  Beg.  45.  Art.  862.    Of.  T.  D.  20T9,  Nov.  24,  1014. 

•  See  T.  D.  1801.  Not.  S,  1918. 
»  Keg.  45.  Art.  875. 
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tax  these  credits  shall  be  allowed  only  if  such  country  allows 
a  similar  credit  to  citizens  of  the  United  States  not  residing 
in  such  country/  The  general  subject  of  the  allowance  of 
credits  to  nonresident  aliens  is  discussed  in  chapter  30. 

The  Commissioner  has  exercised  his  discretion  to  permit 
a  nonresident  alien  to  claim  a  personal  exemption  and  credit 
for  dependents  and  so  to  avoid  withholding  to  the  extent  of 
such  credits  only  in  the  case  of  compensation  for  personal 
services,  except  with  respect  to  bonds  containing  a  tax-free 
covenant  as  described  in  the  next  chapter.  In  all  other  cases 
within  the  scope  of  this  chapter  no  exemption  from  with- 
holding is  allowed. 

"Aliens  employed  in  the  United  States  are  prima  facie 
regarded  as  nonresidents.  If  wages  are  paid  without  with- 
holding the  tax,  except  as  permitted  in  the  following  article, 
the  employer  should  be  provided  with  written  proof  of  facts 
which  overcome  the  presumption  that  such  alien  is  a  non- 
resident. Such  facts  include  the  following:  (a)  If  an  alien 
has  been  living  in  the  United  States  for  as  much  as  one  year 
immediately  prior  to  the  time  he  entered  the  employment 
of  the  withholding  agent,  or  if  he  has  been  regularly  em- 
ployed by  a  resident  individual  or  corporation  in  the  same 
county  for  as  much  as  three  months  immediately  prior  to 
any  payment  by  the  employer,  he  may  be  treated  as  a  resi* 
dent  in  the  absence  of  facts  known  to  the  employer  showing 
that  he  is  in  fact  a  transient,  such  as  one  of  the  types  men- 
tioned under  article  312.  The  facts  with  regard  to  the 
length  of  time  the  alien  has  thus  lived  in  the  country  or 
county  and  has  been  so  regularly  employed  may  be  estab- 
lished by  the  certificate  of  the  alien.  (6)  The  employer  may 
also  obtain  evidence  to  overcome  the  prima  facie  presump- 
tion of  nonresidence  by  securing  from  the  alien  form  1078 
(revised)  or  an  equivalent  certificate  of  the  alien  establishing 
residence.  Having  secured  such  evidence  from  the  alien,  the 
employer  may  rely  thereon  unless  the  statement  of  the  alien 
was  false  and  the  employer  has  reasonable  cause  to  believe  it 
false,  and  may  continue  to  rely  thereon  until  the  alien  ceases 

•  R.  A.  1918,  Sees.  216(e)  and  217. 
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to  be  a  resident  under  the  provisions  of  article  S14.  An  em- 
ployer who  seeks  to  account  for  failure  to  withhold  in  the 
past,  if  he  did  not  at  the  time  secure  form  1078  (revised)  or 
its  equivalent,  is  permitted  to  prove  the  former  status  of  the 
alien  by  any  material  evidence."* 

^'A  nonresident  alien  employee,  provided  he  is  entitled 
under  section  216  of  the  statute  and  articles  SOl-807  to 
credit  for  a  personal  exemption  or  for  dependents  or  both, 
may  claim  the  benefit  of  such  credit  by  filing  with  his  em- 
ployer form  1115,  duly  filled  out  and  executed  under  oath. 
See  particularly  the  lists  of  foreign  countries  in  article  807. 
On  the  filing  of  such  a  claim  the  employer  shall  examine  it. 
If  on  such  examination  it  appears  that  the  claim  is  in  due 
form,  that  it  contains  no  statement  which  to  the  knowledge 
of  the  employer  is  untrue,  that  such  employee  on  the  face 
of  the  claim  is  entitled  to  credit,  and  that  such  credit  has 
not  yet  been  exhausted,  such  employer  need  not  until  such 
credit  be  in  fact  exhausted  withhold  any  tax  from  payments 
of  salary  or  wages  made  to  such  employee.  Every  employer 
with  whom  affidavits  of  claim  on  form  1115  are  filed  by  em- 
ployees shall  preserve  such  affidavits  until  the  following 
calendar  year,  and  shall  then  file  them,  attached  to  his  an- 
nual withholding  return  on  form  1042  (revised),  with  the 
collector  on  or  before  March  1.  In  case,  however,  when  the 
following  calendar  year  arrives  such  employer  has  no  with- 
holding to  return,  he  shall  forward  all  such  affidavits  of 
claim  directly  to  the  Commissioner  (Sorting  Division),  with 
a  letter  of  transmittal,  on  or  before  March  15.  Where  any 
tax  is  withheld  the  employer  in  every  instance  shall  show 
on  the  pay  envelope  or  shall  furnish  some  other  memoran- 
dum showing  the  name  of  the  employee,  the  date  and  the 
amount  withheld.  This  article  applies  only  to  payments  of 
compensation  by  an  employer  to  an  employee.  See  further 
section  221  and  articles  361-376."' 


•  Reg.  45,  Art.  815.  Of.  T.  D.  2794,  Feb.  21,  1919,  from  which  this  paragrmpn 
was  derived.    Cf.  also  T.  D.  2242.  Sept.  17,  1915. 

^  Reg.  45,  Art.  316.  Cf.  T.  D.  1998^  June  16,  1914;  T.  D.  2012,  July  SO,  1914; 
T.  D.  2030,  Oct.  13,  1914. 
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§218.  Return  of  withhoWuiff.— Every  individual,  corpora- 
tion or  partnership  required  to  deduct  and  withhold  any  tax 
shall  make  return  thereof  on  or  before  March  first  of  each 
year  and  shall  on  or  before  June  fifteenth  pay  the  tax  to 
the  collector.  EJvery  such  individual,  corporation  or  part^ 
nership  is  made  liable  for  such  tax  and  is  indemnified  by 
the  statute  against  the  claims  and  demands  of  any  indi- 
vidual, corporation  or  partnership  for  the  amount  of  any 
payments  made  in  accordance  with  the  provisions  of  the 
statute.  If  any  tax  required  to  be  deducted  and  withheld  is, 
however,  paid  by  the  recipient  of  the  income,  it  shall  not  be 
recollected  from  the  withholding  agent ;  nor  in  cases  in  which 
the  tax  is  so  paid  is  any  penalty  imposed  upon  or  collected 
from  the  recipient  of  the  income  or  the  withholding  agent 
for  failure  to  return  or  pay  it,  unless  such  failure  was  fraud- 
ulent and  for  the  purpose  of  evading  payment." 

"(a)  Every  withholding  agent  shall  make  an  annual  re- 
turn to  the  collector  of  the  tax  withheld  from  interest  on 
corporate  bonds  or  other  obligations  on  or  before  March  1 
on  form  1013  (revised) .  He  shall  also  make  a  monthly  re- 
turn on  form  1012  (revised)  on  or  before  the  20th  day  of 
the  month  following  that  for  which  the  return  is  made.  The 
original  ownership  certificates,  or  the  substitute  certificates 
where  authorized,  must  be  forwarded  to  the  collecter  with 
the  monthly  return,  (h)  Every  person  required  to  deduct 
and  withhold  any  tax  from  income  other  than  such  bond 
interest  shall  make  an  annual  return  thereof  to  the  collector 
on  or  before  March  1  on  form  1042  (revised),  accompanied 
by  a  separate  report  on  form  1098  (revised)  for  each  non- 
resident alien  individual  or  foreign  corporation  not  engaged 
in  trade  or  business  within  the  United  States  and  not  having 
any  office  or  place  of  business  therein,  to  whom  income 
other  than  bond  interest  was  paid  during  the  previous  tax- 
able year.  In  every  case  of  both  classes  the  tax  withheld 
must  be  paid  on  or  before  June  15  of  each  year  to  the  col- 
lector.   For  penalties  attaching  upon  failure  to  make  such 

'  R.  A.  1018.  Sect.  221(c)  (e)  and  287.    Cf.  T.  D.  1065,  Bimrcb  28,  1014;  T.  D. 
1097.  June  1«,  1014. 
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returns  or  such  payment,  see  section  253  of  the  statute  and 
article  1041."* 

"In  the  case  of  payments  made  prior  to  February  25, 1919, 
where  a  withholdinsr  agent  pursuant  to  the  Revenue  Acts  of 
1916  and  1917  withheld  only  2  per  cent  from  the  income  of 
nonresident  alien  individuals,  he  need  return  only  such  sum. 
In  all  such  cases  where  a  withholding  agent  withheld  the 
tax  pursuant  to  the  Revenue  Acts  of  1916  and  1917  from 
the  income  of  foreign  corporations  not  engaged  in  trade 
or  business  within  the  United  States  and  not  having  any 
office  or  place  of  business  therein,  he  need  return  only  the 
sum  withheld,  to  an  amount  not  in  excess  of  the  aggregate 
sum  required  to  be  withheld  by  the  terms  of  the  Revenue 
Act  of  1918  from  the  income  paid  over  by  the  withholding 
agent.  In  the  case  of  every  payment  made  after  February 
24, 1919,  the  withholding  agent  must  withhold  at  the  rates 
prescribed  by  the  present  statute  from  the  whole  pajrment, 
not  merely  from  that  part  which  applies  to  the  period  after 
February  24,  1919/'* 

"Any  sum  withheld  for  tax  since  December  31,  1917,  in 
excess  of  the  aggregate  amount  required  under  the  terms  of 
the  Revenue  Act  of  1918,  shall  be  released  by  the  withhold- 
ing agent  and  paid  over  to  the  person  from  whom  it  was 
withheld  or  his  proper  representative.  With  reference  to 
how  a  debtor  corporation  may  release  and  pay  over  the 
amount  of  tax  so  withheld  in  a  case  where  a  bank  or  other 
collection  agency  detached  the  ownership  certificate  which 
accompanied  an  interest  coupon  and  substituted  its  own  cer- 
tificate (form  1059),  which  does  not  disclose  the  name  and 
address  of  the  bond  owner,  in  such  cases  the  withholding 
agent  shall  request  the  bank  or  collection  agency  to  disclose 
the  name  and  address  of  the  owner  of  the  bonds,  as  shown 
by  the  original  certificate,  and  it  shall  be  the  duty  of  the 
bank  or  collection  agency  to  make  such  disclosure  to  the 
withholding  agent.  Where  withholding  agents  have  so 
released  any  excess  of  tax,  an  itemized  statement  showing 
the  names,  addresses  and  amounts  refunded  should  be  at- 


•  Reg.  46,  Art  370.  *  Reg.  45.  Art.  371. 
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tached  to  the  annual  list  return  (form  1013),  in  order  to 
reconcile  any  discrepancy  between  the  aggregate  amount  of 
taxes  returned  as  shown  by  the  monthly  list  returns  (form 
1012)  and  the  aggregate  amount  as  shown  by  the  annual  list 
return."* 

6  Reg.  45,  Art.  872.  Cf.  T.  D.  2181,  Jan.  19,  1915;  T.  D.  2635,  Jan.  24,  1918. 
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CHAPTER    22 

Withholding  and  Information  at  Source  of 
Bond  Interest 

§221.  Extent  of  withholding.^ — In  any  case  where  bonds, 
mortgages,  deeds  of  trust  or  other  similar  obligations  of  a 
corporation  contain  a  contract  or  provision  by  which  the 
obligor  agrees  to  pay  any  portion  of  the  income  tax  imposed 
upon  the  obligee,  or  to  reimburse  the  obligee  for  any  por- 
tion of  the  tax,  or  to  pay  the  interest  without  deduction 
for  any  tax  which  the  obligor  may  be  required  or  permitted 
to  pay  thereon  or  to  retain  therefrom  under  any  law  of  the 
United  States,  the  obligor  shall  deduct  and  withhold  a  tax 
equal  to  2  per  cent  of  the  interest  upon  such  obligations, 
whether  such  interest  is  payable  annually  or  at  shorter  or 
longer  periods  and  whether  payable  to  a  nonresident  alien 
individual  or  to  an  individual  citizen  or  resident  of  the  United 
States,  or  to  a  partnership,  or  to  a  foreign  corporation  not  en- 
gaged in  trade  or  business  within  the  United  States  and  not 
having  any  office  or  place  of  business  therein.  The  CJom- 
missioner  may  also  authorize  such  tax  to  be  deducted  and 
withheld  in  the  case  of  interest  upon  any  such  bonds,  mort- 
gages, deeds  of  trust  or  other  obligations,  the  owners  of 
which  are  not  known  to  the  withholding  agent.  Such  deduc- 
tion and  withholding  shall  not  be  required  in  the  case  of  a 
citizen  or  resident  entitled  to  receive  such  interest,  if  he 
files  with  the  withholding  agent  on  or  before  February  1  a 
signed  notice  in  writing  claiming  the  benefit  of  the  credits 
provided  in  §12,  nor  in  the  case  of  a  nonresident  alien 
individual  to  the  extent  provided  in  the  last  paragraph  of 
this  section/ 

In  the  case  of  interest  upon  corporate  bonds,  therefore, 
withholding  at  the  rate  of  2  per  cent  is  required  from  pay- 

»  E.  A.  1918,  Sees.  221(b)  and  237.    Cf.  T.  D.  1887,  Oct.  25.  1913;  T.  D.  2547, 
Oct.  22.  1917. 
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ments  to  all  persons,  except  to  domestic  and  resident  foreign 
corporations,  if  the  bonds  or  the  instrument  securing  them 
contain  a  tax-free  covenant.  If,  however,  corporate  bonds  do 
not  contain  a  tax-free  covenant,  withholding  is  required  only 
from  payments  of  interest  thereon  to  nonresident  alien  in- 
dividuals (and  unknown  persons)  or  to  nonresident  foreign 
corporations,  but  in  such  case  at  the  rate  of  8  and  10  per 
cent  respectively,  as  described  in  the  preceding  chapter. 

The  effect  of  the  statute  is  that  where  corporate  bonds 
contain  a  tax-free  covenant  there  is  no  actual  withholding, 
but  the  corporation  necessarily  pays  the  2  per  cent  tax  for 
members  of  a  partnership,  for  personal  service  corporations, 
which  are  treated  like  partnerships,  and  for  nonresident 
foreign  corporations,  which  receive  the  interest ;  pays  the  tax 
for  individuals  unless  they  claim  exemption,  which  they 
rarely  do;  and  does  not  pay  it  for  domestic  or  resident 
foreign  corporations. 

"Withholding  from  interest  on  bonds  or  other  obligations 
containing  a  tax-free  covenant  shall  not  be  required  in  the 
case  of  a  citizen  or  resident  alien  individual  if  he  files  with 
the  withholding  agent  when  presenting  interest  coupons  for 
payment,  or  not  later  than  February  1  following  the  tax- 
able year,  an  ownership  certificate  on  form  1001  (revised) 
claiming  a  personal  exemption  or  credit  for  dependents. 
See  section  216  of  the  statute  and  articles  301-305.  To  avoid 
inconvenience  a  resident  alien  individual  should  file  a  cer- 
tificate of  residence  on  form  1078  (revised)  with  withholding 
agents,  who  shall  forward  such  certificates  to  the  Onunis- 
sioner  (Sorting  Division)  with  a  letter  of  transmittal.  See 
article  315.  Withholding  is  required  from  income  of  a  non- 
resident alien  individual,  except  as  provided  in  article  816. 
[But  see  the  next  paragraph.]  No  withholding  from  cor- 
porate dividends  (other  than  distributions  by  a  personal 
service  corporation)  is  required  in  any  case.  The  income 
of  domestic  and  resident  foreign  corporations  is  free  from 
withholding.''^ 

•  Reg.  46,  Art  363.     Cf.  T.  D.  2242.  Sept.  17,  1015. 
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'In  case  a  nonresident  alien  is  entitled  ta  personal  exemp- 
tion and  credits  for  dependents  in  accordance  with  para- 
graphs (c),  (tf)  and  (e),  section  216  of  the  Revenue  Act  of 
1918,  and  his  gross  income  from  sources  in  the  United 
States,  including  bond  interest,  does  not  exceed  his  personal 
exemption  and  credits  for  dependents,  a  certificate,  form 
1001-B,  should  be  executed  and  filed  with  the  withholding 
agent,  if  any  part  of  the  gross  income  is  derived  from  in- 
terest upon  bonds  of  a  domestic  corporation  which  contain  a 
tax-free  covenant  clause.  The  certificate  may  be  filed  with 
the  withholding  agent  at  the  end  of  the  calendar  year,  but 
not  later  than  February  1  of  the  succeeding  year,  and  all 
such  certificates  should  be  attached  to  the  annual  list  re- 
turn, form  1013.  The  amount  of  tax  due  from  the  withhold- 
ing agent  as  shown  by  form  1013  may  be  reduced  by  2  per 
cent  of  the  aggregate  amount  of  interest  payments  made  to 
the  nonresident  alien  upon  tax-free  covenant  bonds  during 
the  calendar  year,  and  the  amount  of  tax  represented  by 
the  certificates,  payment  of  which  was  assumed  on  monthly 
list  return,  form  1012,  will  not  be  included  in  the  assessment 
against  the  withholding  agent.  The  certificate  may  be  filed 
only  by  a  citizen  or  subject  of  the  countries  enumerated  in 
paragraph  (a)  or  (6)  of  article  307,  as  amended.  In  case  tax 
in  excess  of  a  nonresident  alien's  tax  liability  has  been  with- 
held from  interest  upon  bonds  which  do  not  contain  a  tax- 
free  covenant  clause,  the  nonresident  alien  should  file  or 
cause  to  be  filed  with  the  collector  of  internal  revenue  a  re- 
turn of  his  gross  income  from  all  sources  within  the  United 
States,  accompanied  by  a  claim  for  refund  on  form  46."* 

§222.  Ownership  certificates. — Retumis  of  information 
may  in  any  event  be  required  from  corporate  obligors  or 
their  agents  in  the  case  of  payments  of  interest  upon  bonds, 
mortgages,  deeds  of  trust  or  other  similar  obligations  of 
corporations,  whether  or  not  containing  a  tax-free  covenant.* 
This  provision,  applying  in  cases  both  where  withholding  is 

*  Reg.  45,  Art.  d68(a),  added  by  T.  D.  2920,  Sept.  15,  1919. 

*  R.  A.  l4l8.  Sec.  256. 
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required  and  where  it  is  not  required,  furnishes  the  present 
statutory  basis  for  the  system  of  ownership  certificates  now 
inseparably  connected  with  the  payment  of  interest  coupons 
on  corporate  bonds. 

"The  owners  of  bonds  or  other  obligations,  whether  or 
not  containing  a  tax-free  covenant,  issued  by  domestic  or 
resident  foreign  corporations,  when  presenting  interest 
coupons  for  payment  shall  file  a  certificate  of  ownership 
for  each  issue  of  bonds,  showing  the  name  and  address 
of  the  debtor  corporation,  the  name  and  address  of  the 
owner  of  the  bonds,  whether  the  payee  is  married  or  the 
head  of  a  family,  the  nature  of  the  obligations,  the  amount 
of  interest  and  its  due  date,  and  the  amount  of  any  tax 
withheld.  No  ownership  certificates  need  be  filed  in  the 
case  of  interest  payments  on  bonds  the  income  from  which 
is  not  included  in  gross  income,  nor  in  the  case  of  any  obliga- 
tions of  the  United  States.*'  See  section  213(b)  of  the 
statute  and  articles  74-82.  Where  in  connection  with  the 
sale  of  its  property  payment  of  the  bonds  or  other  obliga- 
tions of  a  corporation  is  assumed  by  the  assignee,  such  as- 
signee, whether  an  individual,  partnership,  corporation,  or 
a  State  or  political  subdivision  thereof,  must  deduct  and 
withhold  such  taxes  as  would  have  been  required  to  be  with- 
held by  the  assignor  had  no  such  sale  and  transfer  been 
made."* 

"Form  1000  (revised)  shall  be  used  (a)  by  citizens  or 
residents  of  the  United  States  when  no  personal  exemption 
or  credit  is  claimed  against  interest  on  bonds  containing  a 
tax-free  covenant;  (b)  by  nonresident  alien  individuals  and 
by  foreign  corporations  not  engaged  in  trade  or  business 
within  the  United  States  and  not  having  any  office  or  place 
of  business  therein,  whether  or  not  such  bonds  contain  a  tax- 

•  Ct.   T.  D.  1892,  Nov.  6,  1918. 

«  Reg.  «.  Art.  m.  Ct,  T.  D.  1887.  Oct.  25,  1918;  T.  D.  1901.  Nov.  28,  1913; 
T.  D.  1902,  Nov.  28,  1913_:  T.  D.  1904.  Nov.  28.  1913;  T.  D.  1907,  Nov.  26,  1918; 
T.  D.  1911.  Dec.  8,  1913;  ±.  D.  1912,  Dec.  8.  1913;  T.  D.  1916.  Dec.  5,  1913;  T.  D. 
1920,  Dec.  20,  1918;  T.  D.  1928.  Dec.  30.  1918;  T.  D.  1055.  March  10,  1914;  T.  D 
1976.  May  2,  1914;  T.  D.  1977,  iffay  2,  1^14;  T.  D.  1985.  May  28,  1914;  T.  D.  198ft 
June  2,  1914;  T.  D.  1992,  June  4.  1914;  T.  D.  2020,  Sept.  26.  1914;  T.  D.  202^ 
Oct  8,  1914;  T.  D.  2090,  Dec.  14.  1^14;  T.  D.  2190,  April  a,  1915;  T.  D.  2258,  Nov. 

1.  1916;  T.  D.  2325.  Apr.  24,  1916;  T.  D.  2344.  June  28.  1916;  T.  D.  285.%  Auc 

2.  1916;  T.  D.  2374,  Sept.  28,  1916;  T.  D.  2377.  Oct  4.  l6l6;  T.  D.  2899.  Nov.  ^ 
1916;  T.  D.  2702,  Apr.  18,  1918. 
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free  covenant;  and  (c)  by  partnerships,  resident  or  nonresi- 
dent, in  the  case  of  bonds  containing  a  tax-free  covenant."' 

"Form  1001  (revised)  shall  be  used  (a)  by  citizens  or  resi- 
dents of  the  United  States  when  personal  exemption  is 
claimed  a^inst  interest  on  bonds  containing  a  tax-free  cove- 
nant and  when  presenting  coupons  from  bonds  not  contain- 
ing a  tax-free  covenant;  (6)  by  domestic  corporations;  (c) 
by  partnerships,  resident  or  nonresident,  in  the  case  of  bonds 
not  containing  a  tax-free  covenant;  and  (d)  by  foreign  cor- 
porations engaged  in  trade  or  business  within  the  United 
States  or  having  an  office  or  place  of  business  therein, 
whether  or  not  such  bonds  contain  a  tax-free  covenant.  In 
case  a  citizen  or  resident  alien  individual  receives  interest  on 
bonds  containing  a  tax-free  covenant  in  excess  of  the  amount 
of  personal  exemption  which  the  individual  may  claim,  any 
such  excess  must  be  reported  on  form  1000  (revised)/" 

'Resident  collecting  agents  and  responsible  banks  and 
bankers,  receiving  interest  coupons  for  collection  with  own- 
ership certificates  attached,  may  present  the  coupons  with 
the  original  certificates  to  the  debtor  corporation  or  its 
duly  authorized  withholding  agent  for  collection  or  may  de- 
tach and  forward  the  original  certificates  directly  to  the 
C!ommissioner,  provided  each  such  collecting  agent  shall  sub- 
stitute for  such  original  certificates  its  own  certificates 
(form  1058  (revised)  or  form  1059  (revised)  )  and  shall 
keep  a  complete  record  of  each  transaction^  showing  (a) 
serial  number  of  item  received;  (5)  date  received;  (c)  name 
and  address  of  person  from  whom  received;  (d)  name  of 
debtor  corporation;  (e)  class  of  bonds  from  which  coupons 
were  cut  (whether  containing  a  tax-free  covenant  or  not) ; 
and  (/)  face  amount  of  coupons.  For  the  purpose  of  identi- 
fication the  substitute  certificates  shall  be  numbered  con- 
secutively and  corresponding  numbers  given  the  original 
certificates  of  ownership.  The  use  of  substitute  certificates 
by  collecting  agents,  banks  and  bankers  is  not  permitted, 
however,  in  the  case  of  ownership  certificates  presented  with 

*  Re/.  40.  Art.  866.  See  T.  D.  2928.  Sept  24.  1919.  relating  to  the  use  of 
rerleed  f 


forme. 

>  Reg.  46,  Art.  866. 
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coupons  for  collection  by  nonresident  alien  individuals,  part- 
nerships or  corporations/'* 

"Where  interest  coupons  are  received  unaccompanied  by 
certificates  of  ownership  the  first  bank  shall  require  of  the 
payee  an  affidavit  showing  the  name  and  address  of  the 
payee,  the  name  and  address  of  the  debtor  corporation,  the 
date  of  the  maturity  of  the  interest,  the  name  and  address 
of  the  person  from  whom  the  coupons  were  received,  the 
amount  of  the  interest,  and  a  statement  that  the  owner 
of  the  bonds  is  unknown  to  the  payee.  Such  affidavit  shall 
be  forwarded  to  the  collector  with  the  monthly  return  on 
form  1012  (revised) .  The  first  bank  receiving  such  coupons 
shall  also  prepare  a  certificate  on  form  1000  (revised),  cross- 
ing out  'owner*  and  inserting  *payee'  and  entering  the 
amount  of  interest  in  the  space  provided  for  a  foreign  cor- 
poration having  no  office  or  place  of  business  within  the 
United  States,  and  shall  stamp  or  write  across  the  face  of 
the  certificate  'Affidavit  furnished,'  adding  the  name  of 
the  bank."* 

''Where  a  bondholder  files  no  ownership  certificate  in  the 
cas6  of  payments  of  interest  on  registered  bonds  the  with- 
holding agent  shall  make  out  such  a  certificate  in  each  in- 
stance (a)  on  form  1000  (revised)  if  the  bondholder  is  a 
citizen  or  resident  of  the  United  States  or  a  resident  or  non- 
resident partnership  and  the  bonds  contain  a  tax-free  cove- 
nant, or  if  the  bondholder  is  a  nonresident  alien  individual 
or  a  foreign  corporation  not  engaged  in  trade  or  business 
within  the  United  States  and  not  having  any  office  or  place 
of  business  therein,  and  (6)  on  form  1001  (revised)  in  all 
other  cases.  When  so  used  forms  1000  (revised)  and  1001 
(revised)  need  not  be  signed."* 

"When  fiduciaries  have  the  control  and  custody  of  more 
than  one  estate  or  trust,  and  such  estates  and  trusts  have 
as  assets  bonds  of  corporations  and  other  securities,  a  cer- 
tificate of  ownership  shall  be  executed  for  each  estate  or 
trust,  regardless  of  the  fact  that  the  bonds  are  of  the  same 

•Rep.  46.  Art.  367.  Cf.  T.  D.  1903.  Nov.  28.  1913;  T.  D.  1915,  Dec.  5,  1013; 
T.  D.  192U,  Jan.  3.  1014;  T.  D.  1976,  May  2,  1914;  T.  D.  1086,  May  29,  1914;  T.  D. 
2589,  Nov.  28,  1917. 

»  keg.  45,  Art.  868.     Cf.  T.  D.  1887,  Oct.  26,  1913. 

»  Ueg.  46,  Art.  369.     Cf.  T.  D.  1887,  Oct.  25.  1913;  T.  D.  1974,  April  21,  1914. 
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issue.  When  bonds  are  owned  jointly  by  several  persons, 
a  separate  ownership  certificate  must  be  executed  in  behalf 
of  each  of  the  owners."* 


§223.  Return  of  withholding  and  information^ — ^Every  in- 
dividual, corporation  or  partnership  required  to  deduct  and 
withhold  any  tax  shall  make  return  thereof  on  or  before 
March  1  of  each  year  and  shall  on  or  before  June  16  pay  the 
tax  to  the  collector.  Every  such  individual,  corporation  or 
partnership  is  made  liable  for  such  tax  and  is  indemnified 
by  the  statute  against  the  claims  and  demands  of  any  indi- 
vidual, corporation  or  partnership  for  the  amount  of  any 
pajrments  made  in  accordance  with  the  provisions  of  this 
chapter.  If  any  tax  required  to  be  deducted  and  withheld  is, 
however,  paid  by  the  recipient  of  the  income,  it  shall  not  be 
recollected  from  the  withholding  agent ;  nor  in  cases  in  which 
the  tax  is  so  paid  is  any  penalty  imposed  upon  or  collected 
from  the  recipient  of  the  income  or  the  withholding  agent 
for  failure  to  return  or  pay  it,  unless  such  failure  was  fraud- 
ulent and  for  the  purpose  of  evading  payment.* 

**(a)  Every  withholding  agent  shall  make  an  annual  re- 
turn to  the  collector  of  the  tax  withheld  from  interest  on 
corporate  bonds  or  other  obligations  on  or  before  March  1 
on  form  1013  (revised) .  He  shall  also  make  a  monthly  re- 
turn on  form  1012  (revised)  on  or  before  the  20th  day  of 
the  month  following  that  for  which  the  return  is  made. 
The  original  ownership  certificates,  or  the  substitute  cer- 
tificates where  authorized,  must  be  forwarded  to  the  col- 
lector with  the  monthly  return.  (5)  Every  person  required 
to  deduct  and  withhold  any  tax  from  income  other  than 
such  bond  interest  shall  make  an  annual  return  thereof  to 
the  collector  on  or  before  March  1  on  form  1042  (revised), 
accompanied  by  a  separate  report  on  form  1098  (revised)  for 
each  nonresident  alien  individual  or  foreign  corporation  not 
engaged  in  trade  or  business  within  the  United  States  and 

•  Reg.  45.  Art.  374.  Cf.  T.  D.  1061.  March  19.  1914;  T.  D.  1976.  May  2,  1914. 
T.  D.  1987.  May  29.  1914;  T.  D.  2709,  May  2.  1918. 

*R.  A.  1918.  Sees.  221(c)(e)  and  237.  Cf.  T.  D.  1914.  Dec.  9.  1913;  T.  D. 
1917.  Dec.  16,  1918;  T.  D.  1966,  March  23.  1914;  T.  D.  1973.  AprU  21.  1914;  T.  D. 
1997.  June  16,  1914. 
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not  having  any  office  or  place  of  business  therein,  to  whom 
income  other  than  bond  interest  was  paid  during  the  previ- 
ous taxable  year.  In  every  case  of  both  classes  the  tax 
withheld  must  be  paid  on  or  before  June  15  of  each  year  to 
the  collector.  For  penalties  attaching  upon  failure  to  make 
such  returns  or  such  payment,  see  section  253  of  the  statute 
and  article  1041.'" 

'Where  a  debtor  corporation  or  its  duly  authorized  with- 
holding agent  has  made  payments  of  interest  on  its  bonds, 
but  in  certain  instances  has  been  required  to  withhold  no 
tax,  the  ownership  certificates  on  form  1001  (revised)  filed 
in  connection  with  such  pajrments  shall  be  transmitted  di- 
rectly to  the  Commissioner  (Sorting  Division),  accom- 
panied by  a  return  on  form  1096A  showing  the  number  of 
ownership  certificates  thus  transmitted  and  the  total  amount 
if  interest  paid.  This  return  shall  be  made  by  the  20th  day 
of  each  month  following  that  for  which  the  return  is  made 
and  need  not  be  sworn  to.  An  annual  return  shall  be  for- 
warded to  the  Commissioner  not  later  than  March  15  of 
each  year  on  form  1096  B,  on  which  shall  be  given  a  sum- 
mary of  the  monthly  returns.  To  the  extent  that  there  has 
been  actual  withholding  of  the  tax  returns  should  be  made 
in  accordance  with  article  370."* 

'Tn  the  case  of  payments  of  interest,  regardless  of  amount, 
upon  bonds  and  similar  obligations  of  domestic  or  resident 
foreign  corporations,  the  original  ownership  certificates, 
when  duly  filed,  shall  constitute  and  be  treated  as  returns 
of  information.  If  a  bondholder  files  no  ownership  certifi- 
cate in  the  case  of  payments  of  interest  on  registered  bonds, 
the  withholding  agent  shall  make  out  such  a  certificate  in 
each  instance  and  file  it  with  his  monthly  return.  See  sec- 
tions 221  and  237  of  the  statute  and  articles  361-376.''* 

•  R^^.  45,  Art.  370.     Ct.  T.  D.  3468.  March  2fl.  1OT7. 

•  Keis.  45,  Art.  378.     Cf.  T.  D.  2«87,  Apr.  1.  1918. 
»  R#g.  45,  Art.  1076. 
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Returns  of  Information 

§281.  Payments  of  $1,000  or  more«^— All  individuals,  cor- 
porationB  and  partnerships,  in  whatever  capacity  acting,  in* 
eluding  lessees,  mortgagors,  fiduciaries  and  employers^  mak* 
ing  payment  to  another  individual,  corporation  or  partner* 
ship  of  interest,  rent,  salaries,  wages,  premiums,  annuities, 
compensations,  remunerations,  emoluments,  or  other  fixed 
or  determinable  gains,  profits  and  income  of  (1,000  or  more 
in  any  taxable  year  shall  render  a  true  and  accurate  return 
to  the  Commissioner  in  such  form  and  manner  and  to  such 
extent  as  may  be  prescribed  by  him,  setting  forth  the 
amount  of  such  gains,  profits  and  income  and  the  name  and 
address  of  the  recipient  of  such  pajrment/ 

Returns  of  information  by  fiduciaries  are  referred  to  in 
chapter  81,  by  partnerships  in  chapter  32  and  by  personal 
service  corporations  in  chapter  33,  and  returns  in  the  case  of 
interest  upon  corporate  bonds  are  treated  in  chapter  22. 
Foreign  items  are  discussed  in  §282  following. 

''All  persons  making  pajrment  to  another  person  of  fijced 
or  determinable  income  of  $1,000  or  more  in  a  taxable  year 
must  render  a  return  thereof  to  the  Commissioner  (Sorting 
Division)  for  the  preceding  calendar  year  on  or  before  Ifarch 
15  of  each  year,  except  as  specified  in  articles  1073,  1074, 
1076, 1076  and  1079.  The  return  shall  be  made  in  each  case 
on  form  1099  (revised),  accompanied  by  a  letter  of  trans* 
mittal  on  form  1096  (revised)  showing  the  number  of  re- 
turns filed  and  the  aggregate  amount  represented  by  the 
payments.  The  street  and  number  where  the  recipient  of 
the  payment  lives  and  whether  he  is  single,  married  or 
head  of  a  family  should  be  stated,  if  possible.  Where  no 
present  address  is  available,  the  last  known  post-office  ad- 
dress must  be  given.    Although  to  make  necessary  a  re- 


1  R.  A.  1918,  Sec.  256.     Cf.  T.  D.  2670,  March  11.  1918. 
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tarn  of  information  the  income  must  be  fixed  or  determin- 
able, it  need  not  be  annual  or  periodical.    See  article  862."* 

^The  names  of  all  employees  to  whom  payments  exceed- 
ing $1,000  a  year  are  made,  whether  such  total  sum  is  made 
up  of  wages,  salaries,  commissions  or  compensation  in  any 
other  form,  must  be  reported.  Heads  of  branch  offices  and 
subcontractors  employing  labor,  who  keep  the  only  com- 
plete record  of  payments  therefor,  should  file  returns  of  in- 
formation in  regard  to  such  payments  directly  with  the 
Commissioner.  When  both  main  office  and  branch  office 
have  adequate  records,  the  return  should  be  filed  by  the 
main  office.  In  the  case  of  an  employer  having  a  large 
number  of  employees  who  are  moved  from  place  to  place 
as  the  exigencies  of  the  service  require,  and  who  conse- 
quently has  no  complete  record  of  annual  payments  to  them 
at  any  one  place,  the  salary  of  two  representative  months 
may  be  taken  to  establish  a  fair  monthly  wage,  and  imless 
the  yearly  payment  based  on  this  estimate  in  the  case  of  an 
employee  amounts  to  $1,000  or  more,  no  return  of  pay- 
ments to  such  employee  is  required.    Sec  articles  82-34."' 

"Payments  of  the  following  character,  although  over  $1,- 
000,  need  not  be  reported  in  returns  of  information  on  form 
1099  (revised) ;  (a)  payments  of  interest  on  obligations  of 
the  United  States;  (5)  dividends  paid  by  domestic  or  resi- 
dent foreign  corporations  (other  than  distributions  by  per- 
sonal service  corporations) ;  (c)  payments  by  a  broker  to 
his  customers;  (d)  payments  made  to  corporations;  (c) 
bills  paid  for  merchandise,  telegrams,  telephones,  freight, 
storage  and  similar  charges;  (/)  payments  to  employees  for 
board  and)  lodging  while  traveling  in  the  course  of  their  em- 
ployment; ig)  annuities  representing  the  return  of  capital; 
(h)  payments  of  rent  made  to  real  estate  agents  (but  the 
agent  must  report  payments  to  the  landlord  if  they  amount 
to  $1,000  or  more  annually) ;  (i)  payments  made  by  branches 
of  business  houses  located  in  foreign  countries  to  alien  em- 
ployees serving  in  foreign  countries ;  and  (;)  payments  made 

«  Reg.  45,  Art.  1071.  «  Reg.  46,  Art.  1072. 

251 

Digitized  by  VjOOQIC 


§  238  RF TURNS  OF  INFORMATION 

by  the  United  States  Government  to  sailors  and  soldiers  and 
to  its  civilian  employees/'* 

'In  the  case  of  payments  of  annual  or  periodical  income 
to  nonresident  alien  individuals  or  to  foreign  corporations 
not  engaged  in  trade  or  business  within  the  United  States 
and  not  having  any  office  or  place  of  business  therein,  the 
returns  by  withholding  agents  on  forms  1098  (revised) 
and  1042  (revised)  shall  constitute  and  be  treated  as  re- 
turns of  information.  See  sections  221  and  287  of  the 
statute  and  articles  361-376/'" 

"When  the  person  receiving  a  payment  falling  within  the 
provisions  of  the  statute  for  information  at  the  source  is 
not  the  actual  owner  of  the  income  received,  the  name  and 
address  of  the  actual  owner  shall  be  furnished  upon  demand 
of  the  individual,  corporation  or  partnership  paying  the 
income,  and  in  default  of  a  compliance  with  such  demand  the 
payee  becomes  liable  to  the  penalties  provided.  See  section 
253  of  the  statute  and  article  1041."' 


§232.  Cirilection  of  foreign  items. — Returns  of  information 
are  required,  regardless  of  amounts,  in  the  case  of  collec- 
tions of  items  (not  payable  in  the  United  States)  of  interest 
upon  the  bonds  of  foreign  countries  and  interest  upon  the 
bonds  of  and  dividends  from  foreign  corporations  by  indi- 
viduals, corporations  or  partnerships  undertaking  as  a  mat- 
ter of  business  or  for  profit  the  collection  of  foreign  pay- 
ments of  such  interest  or  dividends  by  means  of  coupons, 
checks  or  bills  of  exchange.^ 

"The  term  'foreign  item,'  as  here  used,  means  any  divi- 
dend upon  the  stock  of  a  nonresident  foreign  corporation  or 
any  item  of  interest  upon  the  bonds  of  foreign  countries  or 
nonresident  foreign  corporations,  whether  or  not  such  divi- 
dend  or  interest  is  paid  in  the  United  States  or  by  check 
drawn  on  a  domestic  bank,  (a)  Wherever  a  foreign  country 
or  nonresident  foreign  corporation  issuing  bonds  has  ap- 

*  Reg.  45,  Art.  1074. 

«  Reg.  45,  Ar(.  1070.     See  chapter  21. 

•  Reg.  45,  Art.  3080. 

'  R.  A.  1918,  Sec.  256.  Cf.  T.  D.  1887,  Oct.  25.  1913;  T.  D.  2023,  Oct.  12,  1914; 
T.  D.  2716.  May  28,  1918;  T.  D.  2750,  Oct.  2,  1918. 
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pointed  a  paying  agent  in  this  country,  charged  with  the 
duty  of  paying  the  interest  upon  such  bonds,  such  paying 
agent  shall  be  the  source  of  information.  If  such  foreign 
country  or  foreign  corporation  has  no  such  agent,  then  the 
last  bank  or  collecting  agent  in  this  country  shall  be  the 
source  of  information.  (5)  In  the  case  of  dividends  on  the 
stock  of  a  nonresident  foreign  corporation,  however,  the  first 
bank  or  collecting  agent  accepting  such  item  for  collection 
shall  be  the  source  of  information.*** 

**(a)  Where  bonds  of  foreign  countries,  or  bonds  or  stocks 
of  nonresident  foreign  corporations,  are  owned  by  citizens 
or  residents  of  the  United  States,  individual  or  fiduciary,  or 
by  domestic  or  resident  foreign  corporations  or  partner- 
ships, ownership  certificate  form  1001  A  (revised)  shall  be 
executed  by  the  actual  owner  or  by  his  duly  authorized  agent 
when  presenting  the  item  for  coUection,  whether  such  item 
is  a  dividend  or  an  interest  pajrment,  except  in  the  case  of  a 
foreign  country  or  a  foreign  corporation  having  a  fiscal 
agent  in  this  country  and  issuing  bonds  which  contain  a  tax- 
free  covenant  clause.  In  such  a  case  the  fiscal  agent  is  re- 
quired to  withhold  the  normal  tax  upon  the  interest  on  such 
bonds  and  ownership  certificate  form  1000  (revised),  modi- 
fied to  show  the  name  and  address  of  the  fiscal  agent,  should 
be  used,  unless  the  owner  (if  so  entitled)  desires  to  claim 
exemption,  in  which  case  form  1001  A  (revised)  should  be 
filed.  (5)  Where  such  foreign  bonds  or  stocks  are  owned  by 
nonresident  alien  individuals,  corporations  or  partnership, 
ownership  certificate  form  1001  A  (revised)  shaD  be  used  on 
behalf  of  such  owners  by  any  responsible  bank  or  banker, 
either  foreign  or  domestic,  having  knowledge  of  such  owner- 
ship. In  such  a  case  the  bank  or  banker  need  not  fill  in  the 
names  of  the  owners.''* 

''In  the  case  of  collections  of  foreign  items,  regardless  of 
amount,  the  original  ownership  certificates,  when  duly  filed, 
shall  constitute  and  be  treated  as  returns  of  information, 
(a)  In  the  case  of  dividends,  as  to  which  the  first  bank  or 
collecting  agent  is  the  source  of  information,  it  shall  de- 

•  Reg.  46.  Art.  1077.  •  Reg.  45,  Art.  1078. 
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tach  the  ownership  certificate  and  indorse  on  the  item  the 
words,  •^Certificate  detached  and  information  furnished/* 
adding  its  name  and  address.  When  foreign  items  have  been 
indorsed  as  above  prescribed,  the  certificates  shall  be  for- 
warded to  the  Commissioner  (Sorting  Division)  on  or  before 
the  20th  day  of  the  month  following  that  during  which  the 
items  were  accepted,  accompanied  by  a  return  on  form 
1096  A  showing  the  number  of  certificates  and  the  aggre- 
gate amount  of  foreign  items  disclosed  thereon.  An  an- 
nual return  on  form  1096  B  shall  be  forwarded  to  the  Com- 
missioner not  later  than  March  15  of  each  year,  on  which 
shall  be  given  a  summary  of  the  monthly  returns.  (5)  In 
the  case  of  interest  items,  as  to  which  the  pajring  agent  or 
the  last  bank  or  collecting  agent  in  this  country  is  the  source 
of  information,  the  ownership  certificate  shall  accompany 
the  coupon  to  such  agent  or  source  of  information,  who  shall 
forward  the  ownership  certificate  to  the  Commissioner  in 
the  same  manner  as  above  provided  with  respect  to  dividend 
items.  Where  ownership  certificate  form  1000  (revised)  is 
used,  a  monthly  return  shall  be  made  on  form  1012  (re- 
vised) and  an  annual  return  on  form  1018  (revised) »  as  pro- 
vided in  articles  861-876.  Forms  1012  (revised)  and  1018 
(revised),  when  so  used,  should  be  modified  to  show  the 
name  and  address  of  the  paying  agent.  The  use  of  sub- 
stitute certificates  is  not  permitted  in  the  collection  of 
foreign  items.*'* 

All  individuals,  corporations  or  partnerships  undertaking 
as  a  matter  of  business  or  for  profit  the  collection  of  foreign 
payments  of  interest  or  dividends  by  means  of  coupons, 
checks  or  bills  of  exchange  shall  obtain  a  license  from  the 
Commissioner.  Whoever  knowingly  undertakes  to  collect 
such  payments  without  having  obtained  a  license  therefor, 
or  without  complying  with  the  prescribed  regulations,  shall 
be  guilty  of  a  misdemeanor  and  shall  be  fined  not  more  than 
$5,000,  or  imprisoned  for  not  more  than  one  year,  or  both.' 

1  Reg.  46.  Art.  1079. 

•  R.  ▲.  1918,  Sec.  200.    Cf.  T.  D.  1867,  Oct  26,  1918;  T.  D.  1900.  Not.  26,  1018; 
T.  D.  2716,  May  28,  1918;  T.  D.  2709,  Oct  2,  19ia 
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''Banks  or  agents  collecting  foreign  items*  as  defined  in 
article  1077,  and  required  by  article  1079  to  make  returns  of 
information  with  respect  thereto,  must  obtain  a  license 
from  the  C!ommissioner  to  engage  in  such  business.  Appli- 
cation form  1017  for  such  license  may  be  procured  from  col- 
lectors. The  license  is  issued  without  cost  on  form  1010. 
Foreign  items  shall  not  be  accepted  for  collection  by  any 
bank  or  collecting  agent  so  licensed  unless  properly  indorsed 
or  accompanied  by  proper  ownership  certificates  giving  all 
the  information  called  for  by  such  certificate.  See  section 
256  and  articles  1077-1079."* 

§233.  Payments  of  dividends. — ^Every  corporation  subject 
to  the  income  tax  shall,  when  required  by  the  Commissioner, 
render  a  correct  return  duly  verified  under  oath  of  its  pay- 
ments of  dividends,  stating  the  name  and  address  of  each 
stockholder,  the  number  of  shares  owned  by  him,  and  the 
amount  of  dividends  paid  to  him.^ 

"When  directed  by  the  Conmiissioner,  either  specially  or 
by  general  regulation,  every  domestic  or  resident  foreign 
corporation  and  every  personal  service  corporation  shall 
render  a  return  on  form  1097  of  its  payments  of  dividends 
and  distributions  to  stockholders  for  such  period  as  may 
be  specified,  stating  the  name  and  address  of  each  stock- 
holder, the  number  and  class  of  shares  owned  by  him,  the 
date  and  amount  of  each  dividend  paid  him,  and  when  the 
surplus  out  of  which  it  was  paid  was  accumulated/"* 

§234.  Brokers'  transactions. — Every  individual,  corpora- 
tion or  partnership  doing  business  as  a  broker  shall,  when 
required  by  the  Commissioner,  render  a  correct  return  duly 
verified  under  oath,  showing  the  names  of  customers  for 
whom  he  has  transacted  any  business,  with  such  details  as 
to  the  profits,  losses  or  other  information  which  the  Com- 
missioner may  require,  as  to  each  of  such  customers,  as  will 
enable  the  Commissioner  to  determine  whether  all  income 
tax  due  on  profits  or  gains  of  such  customers  has  been  paid.* 

a  Reg.  45.  Art.  1111.  •  Reg.  45.  Art.  1051, 

♦  R.  A.  IMS,  Sec.  254.  •  R.  A.  1918,  Sec.  255. 
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''When  directed  by  the  Commissioner,  either  specially  or 
by  general  regiilation,  every  person  doing  business  as  a 
broker  shall  render  a  return  on  form  1100,  showing  the 
names  and  addresses  of  customers  to  whom  payments  were 
made  or  for  whom  business  was  transacted  during  the  cal- 
endar year  or  other  specified  period  next  preceding  and  giv- 
ing the  other  information  called  for  by  the  form."^ 

»  Reg.  45.  Art.  1061. 


266 

Digitized  by  VjOOQIC 


CHAPTER    24 
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§241.  Retuiiis  of  individuals. — ^Every  individual  having  a 
net  income  for  the  taxable  year  of  $1,000  or  over  if  single 
or  if  married  and  not  living  with  husband  or  wife,  or  of 
$2,000  or  over  if  married  and  living  with  husband  or  wife, 
shall  make  under  oath  a  return  stating  specifically  the  items 
of  his  gross  income  and  the  allowable  deductions  and  credits. 
If  a  husband  and  wife  Uving  together  have  an  aggregate  net 
income  of  $2,000  or  over,  each  shall  make  such  a  return  un- 
less the  income  of  each  is  included  in  a  single  joint  return. 
If  the  taxpayer  is  unable  to  make  his  own  return,  the  re- 
turn shall  be  made  by  a  duly  authorized  agent  or  by  the 
guardian  or  other  person  chargd  with  the  care  of  the  per- 
son or  property  of  such  taxpayer.' 

"Every  individual  whose  net  income,  as  defined  in  section 
212  of  the  statute  and  articles  21-26,  is  $1,000  or  over  for 
the  taxable  year  must  make  a  return  of  income  unless  mar- 
ried  and  Uving  with  husband  or  wife  as  defined  in  article 
303.  The  return  shall  be  for  his  taxable  year,  whether 
calendar  or  fiscal.  Whether  or  not  an  individual  is  the  head 
of  a  family  or  has  dependents  is  immaterial  in  determining 
his  liability  to  render  a  return.  If  an  individual  is  a  mar- 
ried person  living  with  husband  or  wife,  no  return  need  be 
made  where  their  aggregate  net  income  is  less  than  $2,000 ; 
but  a  separate  return  must  be  made  by  each  of  them,  re- 
gardless of  the  amount  of  the  individual  income  of  each, 
where  their  aggregate  net  income  is  $2,000  or  over,  unless 
they  join  in  a  single  return.  The  husband  shall  include  in 
his  return  the  income  derived  from  services  rendered  by  the 
wife  or  from  the  sale  of  products  of  her  labor  if  she  does 
not  file  a  separate  return  or  join  with  him  in  a  return  setting 

i  U.  A.  1918,  Sec.  223.  Cf.  T.  D.  1«»,  Mnrcb  21).  1010;  T.  D.  IflTn.  Feb,  14. 
1911 ;  T.  D.  1742,  Dec.  15,  1911 ;  T.  D.  1923,  Pec.  27,  1913;  T.  D.  1934.  Jjiu.  16.  1914; 
T.  D.  2090,  Dec.  14,  1914. 
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forth  her  income  separately.  For  returns  by  partnerships 
see  section  224  and  articles  411  and  412 ;  by  fiduciaries  see 
section  226  and  articles  421-426;  by  personal  service  cor- 
porations see  section  239  and  article  624 ;  and  by  other  cor- 
porations see  sections  239  and  240  and  articles  621-626  and 
631-638.    See  also  section  227  and  articles  441-448."* 

"The  return  shall  be  on  form  1040  (revised),  except  that 
it  may  be  on  short  form  1040  A  (revised)  where  the  net  in- 
come does  not  exceed  $5,000  and  the  net  income  subject  to 
the  normal  tax,  that  is,  after  applying  the  personal  exemp- 
tion and  other  credits,  does  not  exceed  $4,000.  The  forms 
are  provided  by  the  Commissioner  and  may  be  had  from  the 
collectors  of  the  several  districts.  In  the  case  of  a  person 
owning  State,  municipal.  United  States,  farm  loan,  or  War 
Finance  Corporation  bonds,  his  return  shall  contain  a  state- 
ment showing  the  number  and  amount  of  such  obligations 
owned  by  him,  the  income  received  therefrom,  and  the 
other  information  called  for  in  the  form.  See  section  213  (b) 
(4)  of  the  statute.  The  return  may  be  made  by  an  agent 
when  by  reason  of  illness,  absence  or  nonresidence  the  per- 
son liable  for  the  return  is  unable  to  make  it,  the  agent  as- 
suming the  responsibility  for  making  the  return  and  in- 
curring liability  to  the  specific  penalties  provided  for  errone- 
ous, false  or  fraudulent  returns.  See  section  253  and  article 
1041."* 

"An  individual  under  21  years  of  age  or  under  the  statu- 
tory age  of  majority  where  he  lives,  whatever  it  may  be, 
is  required  to  render  a  return  of  income  if  he  has  a  net  in- 
come of  his  own  of  $1,000  or  over  for  the  taxable  year.  If 
he  is  married  see  article  401.  If  the  aggregate  of  the  net 
income  of  a  minor  from  any  property  which  he  possesses,  and 
from  any  funds  held  in  trust  for  him  by  a  trustee  or 
guardian,  and  from  any  earnings  for  his  own  use,  is  at 
least  $1,000,  a  return  as  in  the  case  of  any  other  individual 
must  be  made  by  him  or  by  his  guardian  or  some  other  per- 
son charged  with  the  care  of  his  person  or  property  for  him. 
See  article  422.    If,  however,  a  minor  is  dependent  upon 

«  Reg.  45.  Art.  401.  «  Reg.  45,  Art.  402. 
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his  parent,  who  appropriates  or  may  appropriate  h\n  pam- 
inffs,  such  earnings  are  income  of  the  parent  and  not  of  the 
minor  for  the  purpose  of  the  normal  tax  and  surtax.  In 
the  absence  of  proof  to  the  contrary  a  parent  will  be  as- 
sumed not  to  have  emancipated  his  minor  child  and  must  in- 
clude in  his  return  any  earnings  of  the  minor/' ^ 

§242.  Returns  of  corporations. — ^Every  corporation  sub- 
ject to  income  taxation  shall  make  a  return,  stating  spe- 
cifically the  items  of  its  gross  income  and  the  allowable  de- 
ductions and  credits.  The  return  shall  be  sworn  to  by  the 
president,  vice  president  or  other  principal  officer  and  by 
the  treasurer  or  assistant  treasurer." 

Similarly,  every  corporation  liable  to  the  excess  profits 
tax  must  make  a  return  for  the  purposes  of  that  tax.*  The 
two  returns  are  now  combined  in  one  form. 

**Every  corporation  not  expressly  exempt  from  tax  and 
every  personal  service  corporation  must  make  a  return  of 
income,  regardless  of  the  amount  of  its  net  income.  In  the 
case  of  ordinary  corporations  the  return  shall  be  on  form 
1120.  For  returns  of  insurance  companies  see  article  623 ; 
of  personal  service  corporations  see  article  624 ;  of  foreign 
corporations  see  article  625;  and  of  affiliated  corporations 
see  section  240  of  the  statute  and  articles  631-638.  A  cor- 
poration having  an  existence  during  any  portion  of  a  taxable 
year  is  required  to  make  a  return.  A  corporation  which 
has  received  a  charter,  but  has  never  perfected  its  organiza- 
tion, and  which  has  transacted  no  business  and  had  no  in- 
come from  any  source,  may  upon  presentation  of  the  facts 
to  the  collector  be  relieved  from  the  necessity  of  making 
a  return  so  long  as  it  remains  in  an  unorganized  condition. 
In  the  absence  of  a  proper  showing  to  the  collector  such  a 
corporation  will  be  required  to  make  a  return.  A  corpora- 
tion which  was  dissolved  in  1918  or  1919  prior  to  the  enact- 
ment of  the  present  statute  is  not  relieved  from  the  neces- 

«  Reg.  46,  Art.  403.         ' 

•  R.  A.  1918.  Sec.  389.  Cf.  T.  D.  1759,  Feb.  5.  1912;  T.  D,  1806,  Oct.  9.  1912. 
Cf.  United  SUtes  ▼.  MUltary  CoottmcUon  Co^  204  Fed.  158  (B.  A.  1909) ;  United 
SUtet  T.  Acorn  Roofing  Co.,  204  Fed.  107  (R.  A.  1909). 

«  R.  A.  19ia  Sec.  896. 
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sity  of  rendering  returns  thereunder  for  1918  and  for  such 
portion  of  1919  as  elapsed  before  its  dissolution/  See  fur- 
ther section  228  of  the  statute  and  articles  406,  407  and 
451."' 

"Every  corporation,  domestic  or  foreign,  not  exempt  un- 
der section  304  of  the  statute  and  article  751,  shall  make  a 
return  for  the  purpose  of  the  war  profits  and  excess  profits 
tax  on  form  1120.  The  return  shall  be  made  and  the  tax  shall 
be  paid  as  provided  in  the  case  of  a  return  for  and  payment 
of  the  income  tax  by  corporations.  See  generally  Parts  II  A 
and  III  of  the  regulations,  and  particularly  sections  239, 
240,  241,  250  and  253  of  the  statute  and  the  articles  there- 
under/'* 

"Where  a  corporation  computes  its  war  profits  credit  upon 
the  basis  of  the  sum  of  (a)  the  specific  exemption  and  (5) 
an  amount  equal  to  10  per  cent  of  the  invested  capital  for 
the  taxable  year,  the  items  on  form  1120  which  relate 
solely  to  the  net  income  or  to  the  invested  capital  for  the 
prewar  period  need  not  be  filled  in.  Where  a  corporation  en- 
ters on  its  return  a  war  profits  and  excess  profits  tax  equal 
to  the  amount  of  the  maximum  tax  determined  under  sec- 
tion 302  of  the  statute,  the  items  on  form  1120  which  re- 
late solely  to  the  net  income  for  the  prewar  period  and  the 
items  which  relate  to  the  invested  capital  for  the  prewar 
period  and  for  the  taxable  year  need  not  be  filled  in.  Like- 
wise in  the  case  of  a  foreign  corporation  the  same  items  may 
be  disregarded,  except  that  all  of  schedule  I  on  form  1120 
shall  be  filled  in  and  balance  sheets  as  of  the  beginning  and 
the  end  of  the  taxable  year  for  the  entire  business  of  the 
corporation  both  within  and  without  the  United  States  shall 
be  submitted.  See  article  871.  The  Commissioner  may  at 
any  time  specifically  call  for  all  or  any  part  of  the  informa- 
tion which  under  this  article  is  not  required  to  be  entered  on 
the  return.  In  any  case,  however,  where  a  claim  is  made 
under  sections  327  and  328  of  the  statute,  other  than  in  the 

7  See  United  States  t.  Geo.  Inspection  k  Loading  Co..  192  Fed.  223,  y^  Fed. 
657  (R.  A.  1900). 

•  Beg.  46.  Art.  «21.    Cf.  T.  D.  1615.  Apr.  16.  1010;  T.  D.  1673.  Jan.  r»,  1011: 
T.  D.  1710.  July  6,  1011;  T.  D.  1729.  Oct.  9.  1911;  T.  D.  1882,  May  29,  1913. 

•  Beg.  45,  Art.  961.    Sw*  T.  !>.  2812,  March  22.  1919.  regarding  an  error  in  form 
1120  for  19iS. 
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case  of  a  foreign  corporation,  the  corporation  should  fill  out 
all  items  of  the  return  so  far  as  possible  and  submit  a  state- 
ment explaining  why  it  is  impracticable  to  fill  out  the  entire 
return/" 

§243.  Form  and  verification  of  returns^ — ''Copies  of  the 
prescribed  return  forms  will  so  far  as  possible  be  furnished 
taxpayers  by  collectors.  Failure  on  the  part  of  any  tax- 
payer to  receive  a  blank  form  will  not,  however,  excuse  him 
from  making  a  return.  Taxpayers  not  supplied  with  the 
proper  forms  should  make  appUcation  therefor  to  the  col- 
lector in  ample  time  to  have  their  returns  prepared,  verified 
and  filed  with  the  collector  on  or  before  the  last  due  date. 
Each  taxpayer  should  carefully  prepare  his  return  so  as 
fully  and  clearly  to  set  forth  the  data  therein  called  for. 
Imperfect  or  incorrect  returns  will  not  be  accepted  as  meet- 
ing the  requirements  of  the  statute.  In  lack  of  a  prescribed 
form  a  statement  made  by  a  taxpayer  disclosing  his  gross 
income  and  the  deductions  therefrom  may  be  accepted  as  a 
tentative  return,  and  if  filed  within  the  prescribed  time  a 
return  so  made  will  relieve  the  taxpayer  from  liability  to 
penalties,  provided  that  without  unnecessary  delay  such  a 
tentative  return  is  replaced  by  a  return  made  on  the  proper 
form.    See  further  articles  443-446."' 

In  the  case  of  taxpayers  with  fiscal  years  two  separate 
forms  were  required  to  be  filled  out  for  the  fiscal  year  ending 
in  1918,  and  may  be  required  for  1919. 

"When  the  returns  are  filed,  two  forms  should  be  used  and 
two  computations  made,  one  showing  on  the  return  form 
used  for  1917  the  tax  calculated  on  the  whole  income  for  the 
entire  period  under  the  provisions  and  at  the  rates  prescribed 
by  the  Act  of  September  8,  1916,  and  the  Act  of  October  3, 
1917,  the  other  showing  on  the  form  for  1918  the  tax  on  the 
whole  income  for  the  entire  period,  calculated  under  the  pro- 
visions and  at  the  rates  prescribed  by  the  Revenue  Act  of 
1918."' 

»  Reg.  45,  Art.  9ft2.     Cf  T.  D.  2614,  Dec.  20.  1917. 

*  iU'g.  46,  Art.  4W.  Cf.  T.  D.  16ft4,  Nov.  17,  1910;  f.  I).  1705,  J«ii«  8.  1911; 
T.  I>.  i\KlS,  Jan.  2.  1914;  T.  D.  1939.  Jan.  28,  1914. 

•  T.  D.  2790,  Feb.  27,  1919  (part). 
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^'AU  income  tax  returns  must  be  verified  under  oath  or  af- 
ftrmation,  before  an  officer  duly  authorized  to  administer 
oaths,  either  by  the  laws  of  the  United  States  or  by  the  laws 
of  the  State  or  territory  where  such  officer  resides.  Persons 
in  the  naval  or  military  service  of  the  United  States  may 
verify  their  returns  before  any  official  authorized  to  ad- 
minister oaths  for  the  purposes  of  those  services.  Income 
tax  returns  executed  abroad  may  be  attested  free  of  charge 
before  United  States  consular  officers.  Where  a  foreign 
notary  or  other  official  having  no  seal  shall  act  as  attesting 
officer,  the  authority  of  such  attesting  officer  should  be 
certified  to  by  some  judicial  official  or  other  proper  officer 
having  knowledge  of  the  appointment  and  official  character 
of  the  attesting  officer."* 

§244.  Returns  when  accounting  period  changed. — ^If  a  tax- 
payer, with  the  approval  of  the  Commissioner,  changes  the 
basis  of  computing  net  income  from  fiscal  year  to  calendar 
year  a  separate  return  shall  be  made  for  the  period  between 
the  close  of  the  last  fiscal  year  for  which  return  was  made 
and  the  following  December  31.  If  the  change  is  from 
calendar  year  to  fiscal  year,  a  separate  return  shall  be  made 
for  the  period  between  the  close  of  the  last  calendar  year 
for  which  return  was  made  and  the  date  designated  as  the 
close  of  the  fiscal  year.  If  the  change  is  from  one  fiscal  year 
to  another  fiscal  year  a  separate  return  shall  be  made  for  the 
period  between  the  close  of  the  former  fiscal  year  and  the 
date  designated  as  the  close  of  the  new  fiscal  year.  If  a  tax- 
payer making  his  first  return  for  income  tax  keeps  his  ac- 
counts on  the  basis  of  a  fiscal  year  he  shall  make  a  separate 
return  for  the  period  between  the  beginning  of  the  calendar 
year  in  which  such  fiscal  year  ends  and  the  end  of  such  fiscal 
year. 

In  all  of  the  above  cases  the  net  income  shall  be  computed 
on  the  basis  of  such  period  for  which  separate  return  is 
made,  and  the  tax  shall  be  paid  thereon  at  the  rate  for  the 

«  Beg.  40,  Art.  406,  as  amended  by  T.  D.  20B1.  Nov.  19,  1019.  The  latter  pan 
of  the  first  sentence  is  new.  See  united  States  v.  Benowitz,  T.  D.  29S2,  Nor. 
19,  1919,  construing  the  article  before  its  amendment.  Cf.  T.  D.  2174,  March 
12,  1915;  T.  D.  2584,  Sept.  29,  1917. 
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calendar  year  in  which  such  period  is  included.  In  the  case 
of  an  individual  the  credits  for  a  personal  exemption  and 
for  dependents,  as  described  in  §12,  shall  be  reduced  respec- 
tively to  amounts  which  bear  the  same  ratio  to  the  full 
credits  provided  in  such  section  as  the  number  of  months 
in  such  period  bears  to  twelve  months/ 

Returns  made  by  corporations  are  also  subject  to  the  fore- 
going provisions.  When  a  return  is  made  hereunder  the 
credit  of  $2,000  provided  in  §16  shall  be  reduced  to  an 
amount  which  bears  the  same  ratio  to  the  full  credit  therein 
provided  as  the  number  of  months  in  the  period  for  which 
such  return  is  made  bears  to  twelve  months.' 

"No  return  can  be  made  for  a  period  of  more  than  twelve 
months.  A  separate  return  for  a  fractional  part  of  a  year  is, 
therefore,  required  wherever  there  is  a  change,  with  the 
approval  of  the  Commissioner,  in  the  basis  of  computing 
net  income  from  one  taxable  year  to  another  taxable  year 
or  wherever  a  taxpayer  making  his  first  return  of  income 
does  so  on  the  basis  of  a  fiscal  year.  The  periods  to  be 
covered  by  such  separate  returns  in  the  several  cases  are 
stated  in  the  statute.  The  requirements  with  respect  to  the 
filing  of  a  separate  return  and  the  payment  of  tax  for  a  part 
of  a  year  are  the  same  as  for  the  filing  of  a  return  and  the 
payment  of  tax  for  a  full  taxable  year  closing  at  the  same 
time.  See  sections  227  and  250  of  the  statute  and  articles 
441-448  and  1001.  The  tax  on  the  net  income  computed  on 
the  basis  of  the  period  for  which  a  separate  return  is  made 
shall  be  paid  thereon  at  the  rate  for  the  calendar  year  in 
which  such  period  is  included,  and  the  credits  for  personal 
exemption  and  dependents  shall  be  such  proportion  of  the 
full  credits  as  the  number  of  months  in  such  period  bears 
to  twelve  months.  See  section  216  and  article  305.  See 
further  section  212  and  articles  25  and  26,  and  as  to  cor- 
porations sections  232  and  239  and  articles  531  and  626.^'' 

"In  the  case  of  a  corporation  making  its  first  return  of 
income  on  the  basis  of  a  fiscal  year  and  in  the  case  of  a  cor- 
poration changing  its   accounting  period,   whether  from 

•  R.  A.  1918,  Sec.  226.  ?  Reg.  46,  Art.  431. 

•  R.  A.  1018,  Sec.  289. 
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calemdar  year  to  fiscal  year,  from  fiscal  year  to  calendar 
year,  or  from  one  fiscal  year  to  another  fiscal  year,  a 
separate  return  for  a  fractional  part  of  a  year  is  required. 
See  section  226  of  the  statute  and  article  431.  In  such  a 
case  the  credit  of  $2,000  against  net  income  allowed  a  domes- 
tic corporation  shall  be  reduced  to  such  proportion  of  the 
full  credit  as  the  number  of  months  in  the  period  for  which 
the  return  is  made  bears  to  twelve  months.  See  sections 
236  and  305  and  articles  591  and  761."* 

For  a  discussion  of  accounting  periods  and  changes  therein 
see  §162. 

•  Keg.  40.  Art  «2C. 
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Filing  Returns  of  Income 

§251.  Time  for  filing  returns. — Retunis  shall  be  made 
on  or  before  the  fifteenth  day  of  the  third  month  following 
the  close  of  the  fiscal  year,  or,  if  the  return  is  made  on  the 
basis  of  the  calendar  year,  then  the  return  shall  be  made  on 
or  before  the  fifteenth  day  of  March/ 

"Returns  of  income  must  be  made  on  or  before  the  fif- 
teenth day  of  March  following  the  taxable  year,  except  that 
returns  on  the  basis  of  a  fiscal  year  other  than  the  calendar 
year  must  be  made  on  or  before  the  fifteenth  day  of  the  third 
month  following  the  close  of  the  fiscal  year.  Returns  on 
the  basis  of  fiscal  years  ending  in  1918  of  taxpayers  who 
made  retunis  on  the  calendar  year  basis  for  the  year  1917 
shall  be  made  on  or  before  the  fifteenth  day  of  March,  1919. 
See  also  sections  250  and  253  of  the  statute  and  articles 
1001-1013  and  1041/" 

The  last  paragraph  refers  to  individuals,  but  the  rule  is 
the  same  for  corporations. 

"Returns  of  income  must  be  made  on  or  before  the  fif- 
teenth day  of  the  third  month  following  the  close  of  the  fis- 
cal or  calendar  year,  as  provided  in  section  227  of  the  statute 
and  articles  441-447.  A  corporation  going  into  liquidation 
during  any  taxable  year  may  upon  the  completion  of  such 
liquidation  prepare  a  return  covering  its  income  for  the 
fractional  part  of  the  year  during  which  it  was  engaged  in 
business  and  may  immediately  file  such  return  with  the 
collector."' 

"The  last  due  date  is  the  last  day  upon  which  a  return 
is  required  to  be  filed  in  accordance  with  the  provisions  of 
the  statute  or  the  last  day  of  the  period  covered  by  an 
extension  of  time  granted  by  the  collector  or  Commissioner. 

1  R.  A.  1W8.  Sees.  227(a),  241(a)  fln<l  336.    Cf.  T.  D.  1592,  Feb.  5,  1910. 

*  Reg.  4G,  Art.  441. 

•  Reg.   15,  Art.  6ol  (part). 
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When  the  last  due  date  falls  on  Sunday  or  a  legal  holiday, 
the  last  due  date  for  filing  returns  will  be  the  day  following 
such  Sunday  or  legal  holiday.  If  placed  in  the  mails  the 
retuni  should  be  posted  in  ample  time  to  reach  the  col- 
lector's office,  under  ordinary  handling  of  the  mails,  on  or 
before  the  date  on  which  the  return  is  required  to  be  filed. 
If  a  return  is  made  and  placed  in  the  mails  in  due  course, 
properly  addressed  and  postage  paid,  in  ample  time  to  reach 
the  office  of  the  collector  on  or  before  the  last  due  date, 
no  penalty  will  attach  should  the  return  not  be  actually  re- 
ceived by  such  officer  until  subsequently  to  that  date.  Where 
a  question  may  be  raised  as  to  whether  or  not  the  return 
was  posted  in  ample  time  to  reach  the  collector's  office  on 
or  before  the  due  date,  the  envelope  in  which  the  return  was 
transmitted  will  be  preserved  by  the  collector  and  forwarded 
to  the  Commissioner  with  the  return."* 

§252.  Extensions  of  time^ — ^If  the  failure  to  file  a  return  is 
due  to  sickness  or  absence,  the  collector  may  allow  such  fur- 
ther time,  not  exceeding  thirty  days,  for  making  and  filing 
the  return  as  he  deems  proper.  "^ 

The  Commissioner  may  also  grant  a  reasonable  extension 
of  time  for  filing  returns  whenever  in  his  judgment  good 
cause  exists  and  shall  keep  a  record  of  every  such  exten- 
sion and  the  reason  therefor.  Except  in  the  case  of  tax- 
payers who  are  abroad,  no  such  extension  shall  be  for  more 
than  six  months.* 

"It  is  important  that  the  taxpayer  render  before  the  re- 
turn due  date  a  return  as  complete  and  final  as  it  is  possible 
for  him  to  prepare.  However,  in  cases  of  sickness  or  absence 
collectors  are  authorized  to  grant  an  extension  of  not  ex- 
ceeding thirty  days,  where  in  their  judgment  such  further 
time  is  actually  required  for  the  making  of  an  accurate 
return.  See  article  1002.  The  application  for  such  exten- 
sion must  be  made  prior  to  the  expiration  of  the  period  for 
which  the  extension  is  desired.    The  absence  or  sickness  of 

*  Reg.  46.  Art.  447.  ~~~' 

5  Sec.  3176  R.  8.,  oh  amended  by  R.  A.  1918,  gee,  1317.  Cf.  T.  D.  1702,  Juno 
2,  1911, 

«  R.  A.  1918.  Sec8.  227(a),  241(a)  and  336.    Cf.  T.  D.  1950,  Feb,  19,  1914. 
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one  or  more  officers  of  a  corporation  at  the  time  the  return 
is  required  to  be  filed  will  not  be  accepted  as  a  reasonable 
cause  for  failure  to  file  the  return  within  the  prescribed 
time,  unless  it  is  satisfactorily  shown  that  there  were  no 
other  principal  officers  available  and  sufficiently  informed 
as  to  the  affairs  of  the  corporation  to  make  and  verify  the 
return.  As  a  condition  of  granting  an  extension  of  time 
for  filing  a  return  the  collector  may  require  the  submission 
of  a  tentative  return  and  estimate  of  the  tax  on  form  1040  T 
in  the  case  of  individuals,  or  on  form  1081  T  in  the  case  of 
corporations,  and  the  payment  of  one-fourth  of  the  esti- 
mated amount  of  tax.  Where  a  taxpayer  has  filed  a  ten^ 
tative  return  and  has  failed  to  file  a  complete  return  within 
the  period  of  the  extension  requested  by  him,  the  complete 
return  when  filed  is  subject  to  penalties  prescribed  for  de- 
Unquency.  Where  a  tentative  return  has  been  filed  and  no 
time  has  been  fixed  within  which  a  complete  return  must 
be  filed,  the  collector  may  at  any  time  send  notice  to  the 
taxpayer  to  file  a  complete  return  within  a  period  of  time 
therein  specified  by  him,  and  a  taxpayer  who  fails  to  comply 
with  such  request  will  incur  the  penalties  prescribed  by 
statute  for  delinquency  in  filing  a  return/'^ 

''If  before  the  end  of  an  extension  of  thirty  days  granted 
by  the  collector  an  accurate  return  can  not  be  made,  an 
appeal  for  a  further  extension  must  be  made  to  the  Com- 
missioner with  a  full  recital  of  the  causes  for  the  delay. 
The  Commissioner  will  not  grant  an  additional  extension 
without  a  clear  showing  that  a  complete  return  can  not  be 
made  at  the  end  of  the  thirty  day  period.  The  Commissioner 
will  grant  no  such  extension  beyond  the  original  due  date 
of  the  third  installment  of  the  tax.  Either  a  complete  or  a 
tentative  return,  as  complete  as  possible  and  giving  a  ground 
for  assessment  of  the  tax,  must  be  submitted  on  or  before 
the  due  date  as  extended,  and  the  tax  shown  to  be  due  must 
be  paid  with  the  submission  of  the  return.  If  a  complete 
return  can  not  be  made  at  that  time,  the  facts  must  be 
submitted  to  the  Commissioner  for  such  further  action  as 

V  Beff.  40,  Art.  448,  ai  amended  by  T.  D.  2085,  Oct.  16,  101».  The  tatt  two 
tenlenees  ure  oew.    Ct  T.  D.  1700,  Feb.  0,  1912. 
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he  deems  wananted.  In  exceptional  circumstances  the  tax- 
payer may  apply  origrinally  to  the  Ck)mmis8ioner  for  an  ex- 
tension of  time."* 

Because  of  the  late  passage  of  the  Revenue  Act  of  1918 
the  Commissioner  found  it  necessary  to  grant  general  ex- 
tensions of  time  for  filing  returns  for  the  taxable  year  1918. 
At  first  an  extension  of  forty-five  days  from  March  15, 
1919,  for  filing  calendar  year  returns  was  granted  individuals 
and  corporations,  provided  they  filed  tentative  returns  by 
March  15,  and  later  an  extension  to  June  15,  1919,  was 
granted  corporations/  Various  extensions  were  also  from 
time  to  time  granted  in  the  case  of  other  classes  of  returns 
and  of  taxpayers  in  Hawaii  and  Alaska."* 

"In  view  of  the  disturbed  conditions  abroad,  and  the  con- 
sequent interference  with  the  usual  channels  of  communi- 
cation, an  extension  of  time  for  filing  returns  of  income  for 
1918  and  subsequent  years  and  for  paying  the  tax  is  hereby 
granted  in  the  case  of  nonresident  alien  individuals  and 
nonresident  foreign  corporations,  or  their  proper  repre- 
sentatives in  the  United  States,  and  of  American  citizens 
residing  or  traveling  abroad,  including  persons  in  military 
or  naval  service  on  duty  outside  the  United  States,  and  for 
such  period  as  may  be  necessary,  not  exceeding  90  days 
after  proclamation  by  the  President  of  the  end  of  the  war 
with  Germany.  The  installments  of  tax  which  are  actually 
due  must  be  paid  at  the  time  of  filing  the  return  and  the 
other  installments  shall  be  paid  as  they  fall  due.  In  all 
such  cases  an  affidavit  must  be  attached  to  the  return, 
stating  the  causes  of  the  delay  in  filing  it,  in  order  that  the 
Ck)mmissioner  may  determine  that  the  failure  to  file  the 
return  in  time  was  due  to  a  reasonable  cause  and  not  to 
willful  neglect,  and  that  the  return  was  filed  without  any 
unnecessary  delay.  If  the  showing  justifies  the  conclusion 
that  the  failure  to  file  the  return  in  time  was  excusable, 
no  penalty  will  be  imposed.    This  extension  is  granted  as  a 

•  Reg.  45,  Art.  444. 

•  IT~Mlm.  2101.  Apr.  14.  1019. 

IT.  r>.  2T92.  Feb.  J9,  1910;  T.  D.  2796,  Feb.  27.  J919:  T.  D.  2flOI.  Marrh  18, 
1919:  T.  D.  2810,  March  21.  1919:  T.  T\  28.VJ,  June  7.  1919:  T.  V.  2883.  July  9, 
1919.  Cf.  T.  D.  2M1.  Oet.  16.  1917:  T.  D.  261C,  Dec.  13.  1917;  T.  P.  2633.  Jan. 
22,  1913;  T.  D.  2«50.  Feb.  9.  1918, 
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matter  of  general  expediency  to  all  persons  abroad  owing 
income,  war  profits,  and  excess  profits  taxes  to  the  federal 
Government  and  is  not  granted  upon  the  request  of  any  par* 
ticular  taxpayer.  Accordingly,  in  the  case  of  taxpayers  who 
take  advantage  of  this  general  extension  of  time  for  the 
filing  of  returns  and  the  payment  of  tax  no  interest  will  be 
collected  from  such  taxpayers,  but  where  i^equest  is  made  by 
a  taxpayer  and  an  extension  is  granted  for  other  reasons  by 
the  Commissioner  interest  will  be  collected  at  the  rate  of 
one-half  of  one  per  cent  per  month  from  the  time  the  tax 
would  have  been  due  of  no  extension  had  been  granted."* 

"An  extension  of  time  is  hereby  granted  for  such  period 
as  may  be  necessary,  not  exceeding  ninety  days  after  proc- 
lamation by  the  President  of  the  end  of  the  war  with  Ger- 
many, for  filing  returns  of  income  for  1918  and  subsequent 
yeai-s  and  for  paying  the  tax  by  or  for  nonresident  ene- 
mies or  allies  of  enemies,  as  defined  by  section  2  of  the 
Trading  with  the  Enemy  Act  of  October  6, 1917,  not  holding 
licenses  granted  under  the  provisions  of  that  act.  The  whole 
tax  shown  to  be  due  must  be  paid  at  the  time  of  filing  the 
return.  This  extension,  however,  does  not  authorize  any 
delay  in  filing  returns  of  information.  This  extension  is 
also  subject  to  the  condition  that  all  persons  who  on  Octo- 
ber 6,  1917,  had  or  since  have  had  or  may  hereafter  have 
control  of  any  money  or  other  property  for  any  such  enemy 
or  ally  of  enemy,  or  who  on  October  6,  1917,  were  or  since 
have  been  or  may  hereafter  be  indebted  to  any  such  enemy 
or  ally  of  enemy,  shall  hold  and  deliver  all  said  money  and 
property  in  all  respects  subject  to  the  Trading  with  the 
Enemy  Act  and  to  the  orders  of  the  President  and  of  the 
alien  property  custodian  thereunder,  and  shall  in  due  course 
file  returns  of  income  in  respect  of  all  such  money  and 
property  for  such  period  as  may  elapse  or  have  elapsed 
prior  to  the  actual  delivery  of  such  money  and  property  to 
the  ahen  property  custodian.  As  to  withholding  at  the 
source  see  article  375."* 

»  Reg.  4G,  Art.  445,  as  amended  by  T.  D.  2844,  May  17.  1919.  Cf.  T.  D.  193.1 
March  2,  1914;  T.  D.  2415,  Feb.  12,  1917:  T.  D.  24i0,  Apr.  6,  1917;  T.  D.  2518,  Aug 
24,  1917;  T.  D.  25SI.  Nov.  10.  1917:  T.  D.  2672.  March  1«,  191S. 

•  Reg.  40,  Art.  4*0.    Cf.  T.  I>.  267^,  March  1M,  1018. 
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§263.  Place  of  filing  returns.— Returns  in  the  case  of  indi- 
viduals shall  be  made  to  the  collector  for  the  district  in 
which  is  located  the  legal  residence  or  principal  place  of 
business  of  the  person  making  the  return,  or»  if  he  has  no 
legal  residence  or  principal  place  of  business  in  the  United 
States,  then  to  the  collector  at  Baltimore,  Maryland.  Re- 
turns in  the  case  of  corporations  shall  be  made  to  the  col- 
lector of  the  district  in  which  is  located  the  principal  place 
of  business  or  principal  office  or  agency  of  the  corporation, 
or,  if  it  has  no  principal  place  of  business  or  principal  office 
or  agency  in  the  United  States,  then  to  the  collector  at  Balti- 
more, Maryland/ 

"Returns  of  income  must  be  delivered  or  mailed  to  the 
collector  for  the  district  of  the  legal  residence  or  principal 
place  of  business  of  the  person  making  the  return.  Persons 
having  no  domicile  or  place  of  business  in  the  United  States, 
and  persons  in  the  military  or  naval  service  of  the  United 
States,  may  file  their  returns  of  income  with  the  collector  at 
Baltimore."' 

"A  corporation  having  an  office  or  agency  in  the  United 
States  must  make  its  return  to  the  collector  of  the  district 
in  which  is  located  its  principal  office  or  agency.  Other  cor- 
porations must  make  their  returns  to  the  collector  at  Balti- 
more. See  also  sections  250  and  253  of  the  statute  and 
articles  1001-1013  and  1041."* 


§254.  Inspection  of  retumB.^— Returns  upon  which  the  tax 
has  been  determined  by  the  Commissioner  shall  constitute 
public  records;  but  they  shall  be  open  to  inspection  only 
upon  order  of  the  President  and  under  rules  and  regulations 
prescribed  by  the  Secretary  and  approved  by  the  President. 
The  proper  officers  of  any  State  imposing  an  income  tax 
may,  however,  upon  the  request  of  the  Governor  thereof, 
have  access  to  the  returns  of  any  corporation,  or  to  an  ab- 
stract thereof  showing  the  name  and  income  of  the  corpora- 
tion, at  such  times  and  in  such  manner  as  the  Secretary 

«  R.  A.  1918.  Secfl.  227(b),  Ml(b)  and  380. 

•  Re^.  45,  Art.  448. 

•Reg,  45,  Art.  661   (part). 
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may  prescribe,  and  all  bona  fide  stockholders  of  record 
owning  one  per  cent  or  more  of  the  outstanding  stock  of  any 
corporation  shall,  upon  making  request  of  the  Commissioner, 
be  allowed  to  examine  the  annual  income  returns  of  such 
corporation  or  of  its  subsidiaries.  Any  stockholder  who  pur- 
suant to  this  provision  is  allowed  to  examine  the  return  of 
any  corporation,  and  who  makes  known  in  any  manner  what- 
ever not  provided  by  law  the  amount  or  source  of  income, 
profits,  losses,  expenditures,  or  any  particular  thereof,  set 
forth  or  disclosed  in  any  such  return,  shall  be  guilty  of  a 
misdemeanor  and  be  punished  by  a  fine  not  exceeding  $1,000, 
or  by  imprisonment  not  exceeding  one  year,  or  both/ 

The  Commissioner  shall  as  soon  as  practicable  in  each  year 
cause  to  be  prepared  and  made  available  to  public  inspection 
in  such  manner  as  he  may  determine,  in  the  Office  of  the 
collector  in  each  internal  revenue  district  and  in  such  other 
places  as  he  may  determine,  lists  containing  the  names  and 
the  post-office  addresses  of  all  individuals  making  income  tax 
returns  in  such  district. 

Without  regard  to  the  restrictions  contained  in  this  sec- 
tion the  Commissioner  may  be  required  by  resolutions  of 
either  House  of  Congress  to  furnish  the  records  of  certain 
classes  of  cases,  as  noted  in  §§27  and  181.' 

''The  returns  upon  which  the  tax  has  been  determined  by 
the  Commissioner,  although  public  records,  are  open  to  in- 
spection only  to  the  extent  authorized  by  the  President, 
except  as  otherwise  expressly  provided.  Pursuant  to  a  simi- 
lar provision  of  the  Act  of  October  3,  1913,  the  President  by 
an  executive  order  dated  July  28, 1914,  directed  that  returns 
of  income  should  be  subject  to  inspection  in  accordance  with 
the  following  regulations  prescribed  by  the  Secretary  of 
the  Treasury: 

*1.  The  return  of  every  individual,  and  of  every  corpora- 
tion, joint  stock  company  or  association,  and  every  insurance 
company,  whether  foreign  or  domestic,  shall  be  open  to  the 
inspection  of  the  proper  officers  and  employees  of  the  Treas- 

f  R.  A.  1918,  Sec.  257.    Cf.  T.  D.  1594,  Feb.  17,  1910;  T.  D.  1616,  Apr.  16.  1910; 
T.  D.  2024,  Oct.  16,  1914. 
•  R.  A.  1918,  Sees.  S26(a)(2)  and  328(c). 
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ury  Department.  Returns  of  individuals  shall  not  be  subject 
to  inspection  by  anyone  except  the  proper  officers  and  em- 
ployees of  the  Treasury  Department. 

*2.  Where  access  to  any  return  of  any  corporation  is 
desired  by  an  officer  or  employee  of  any  other  department 
of  the  Government,  an  application  for  permission  to  inspect 
such  return,  setting  out  the  reasons  therefor,  shall  be  made 
in  writinir,  signed  by  the  head  of  the  executive  department 
or  other  Govemment  establishment  in  which  such  officer  or 
employee  is  employed,  and  transmitted  to  the  Secretary  of 
the  Treasury.  If  the  retuni  of  a  corporation  is  desired  to  be 
used  in  any  legal  proceedings  other  than  those  to  which  the 
United  States  is  a  party,  or  to  be  used  in  any  manner  by 
which  any  information  contained  in  the  return  could  be  made 
public,  the  application  for  permission  to  inspect  such  return 
or  to  furnish  a  certified  copy  thereof  shall  be  referi'ed  to  the 
Attorney  General,  and  if  recommended  by  him  transmitted 
to  the  Secretary  of  the  Treasury. 

'3.  All  returns,  whether  of  persons  or  of  corporations, 
joint  stock  companies  or  associations,  or  insurance  compan- 
ies, may  be  furnished,  upon  approval  of  the  Secretary  of 
the  Treasury,  for  use,  either  in  the  original  or  by  certified 
copies  thereof,  in  any  legal  proceedings  before  any  United 
States  grand  jury  or  in  the  trial  of  any  cause  to  which  both 
the  United  States  and  the  person  or  corporation  or  associa- 
tion rendering  the  return  are  parties  either  as  plaintiff  or 
defendant,  and  in  the  prosecution  or  defense  or  trial  of  which 
action,  or  proceedings  before  a  grand  jury,  such  return 
would  constitute  material  evidence,  but  in  any  case  arising 
in  the  collection  of  income  tax,  the  Commissioner  of  Inter- 
nal Revenue  may  furnish  for  use  to  the  proper  officer  either 
the  original  or  certified  copies  of  returns  without  the  ap- 
proval of  the  Secretary  of  the  Treasury.  In  all  cases  where 
the  use  of  the  original  return  is  necessary,  it  shall  be  placed 
in  evidence  by  the  Commissioner  of  Internal  Revenue  or  by 
some  officer  of  the  Bureau  of  Internal  Revenue  designated 
by  him  for  that  purpose,  and  after  such  original  return  has 
been  placed  in  e\adence  it  shall  be  returned  to  the  files  in 
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the  office  of  the  Commissioner  of  Internal  Revenue  at  Wash- 
ington, D.  C. 

*4.  The  Secretary  of  the  Treasury,  at  his  discretion,  upon 
application  to  him  made,  setting  forth  what  constitutes  a 
proper  showing  of  cause,  may  permit  inspection  of  the 
return  of  any  corporation,  by  any  bona  fide  stockholder  in 
such  coiTK)ration,  The  person  desiring  to  inspect  such  re- 
turn shall  make  application  in  writing,  to  the  Secretary  of 
the  Treasury,  setting  forth  the  reasons  why  he  should  be 
permitted  to  make  such  inspection,  and  shall  attach  to  his 
application  a  certificate,  signed  by  the  president,  or  other 
principal  officer,  of  such  corporation,  countersigned  by  the 
secretary,  under  the  corporate  seal  of  the  company,  that  he 
is  a  bona  fide  stockholder  in  said  company.  (Where  this  cer- 
tificate can  not  be  secured,  other  evidence  will  be  considered 
by  the  Secretary  of  the  Treasury  to  determine  the  fact 
whether  or  not  the  applicant  is  a  bona  fide  stockholder  and, 
therefore,  entitled  to  inspect  the  return  made  by  such  com- 
pany.) Upon  receipt  of  such  application  the  corporation 
whose  return  it  is  desired  to  inspect  shall  be  notified  of  the 
facts  and  shall  be  given  opportunity  to  state  whether  any 
legitimate  reason  exists  for  refusing  permission  to  inspect 
its  returns  of  annual  net  income  by  the  stockholder  applying 
for  permission  to  make  such  inspection.  The  privilege  of 
inspecting  the  return  of  any  corporation  is  personal  to  the 
stockholders,  and  the  permission  granted  by  the  Secretary 
to  a  stockholder  to  make  such  inspection  can  not  be  delegated 
to  any  other  person. 

*5.  The  returns  of  the  following  corporations  shall  be 
open  to  the  inspection  of  any  person  upon  written  applica- 
tion to  the  Secretary  of  the  Treasury,  which  application  shall 
set  forth  briefly  and  succinctly  all  facts  necessary  to  enable 
the  Secretary  to  act  upon  the  request:  (a)  the  returns  of  all 
companies  whose  stock  is  listed  upon  any  duly  organized 
and  recognized  stock  exchange  within  the  United  States, 
for  the  purpose  of  having  its  shares  dealt  in  by  the  public 
generally ;  (b)  all  corporations  whose  stock  is  advertised  in 
the  press  or  oflfered  to  the  public  by  the  corporation  itself 
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for  sale.  In  case  of  doubt  as  to  whether  any  company  falls 
within  the  classification  above,  the  person  desiring  to  see 
such  return  should  make  application,  supported  by  advertise- 
ments, prospectus,  or  such  other  evidence  as  he  may  deem 
proper  to  establish  the  fact  that  the  stock  of  such  corpora- 
tion  is  offered  for  general  public  sale.  Returns  can  be  in- 
spected only  in  the  office  of  the  Commissioner  of  Internal 
Revenue,  in  Washington,  D.  C.  In  no  case  shall  any  col- 
lector, or  any  other  internal  revenue  officer  outside  of  the 
Treasury  Department  in  Washington,  permit  to  be  inspected 
any  return  or  furnish  any  information  whatsoever  relative 
to  any  return  or  any  information  secured  by  him  in  his 
official  capacity  relating  to  such  return,  except  in  answer  to 
a  proper  subpoena,  in  a  case  to  which  the  United  States  is  a 
party. 

'6.  Returns  of  individuals  shall  not  be  open  to  the  inspec- 
tion of  any  person  other  than  the  proper  officers  and  em- 
ployees of  the  Treasury  Department  of  person  rendering 
the  same,  and  are  under  no  conditions  to  be  made  public, 
except  where  such  publicity  shall  result  through  the  use  of 
such  returns  in  any  legal  proceedings  in  which  the  United 
States  is  a  party. 

'7.  Upon  request  of  the  governor  of  a  State  imposing  a 
general  income  tax,  the  proper  officer  of  such  State,  to  be 
designated  by  name  and  official  position  by  the  governor  of 
such  State  in  his  application  to  the  Secretary  of  the  Treas- 
ury, may  have  access  to  the  returns  or  to  abstracts  thereof 
showing  the  name  and  income  of  each  corporation,  joint 
stock  company  or  association,  or  insurance  company,  at  such 
times  and  in  such  manner  as  the  Secretary  of  the  Treasury 
may  prescribe.  Such  application  shall  be  made  in  writing, 
addressed  to  the  Secretary  of  the  Treasury  and  shall  show 
(first)  that  the  State,  whose  governor  makes  the  request, 
imposes  a  general  income  tax;  (second)  the  name  and  ad* 
dress  of  each  corporation,  etc.,  to  which  access  is  desired; 
(third)  why  permission  to  inspect  the  returns  of  the  cor- 
porations, etc.,  named  in  the  request  is  desired,  and  (fourth) 
what  officer  or  officers  are  designated  to  make  the  desired 
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inspection,  givinur  their  names  and  oflSdal  designations. 
Such  request  must  be  signed  by  the  governor  of  the  State 
and  sealed  with  the  seal  thereof,  and  shall  be  transmitted 
to  the  Secretary  of  the  Treasury  for  his  consideration  and 
action  thereon.  No  provision  is  made  in  the  law  for  furnish- 
ing a  copy  of  any  return  to  any  peiBon  or  corporation,  and 
no  copy  of  any  return  will  be  furnished  to  any  other  than 
the  person  or  corporation  making  the  return,  or  their  duly 
constituted  attorney,  except  as  hereinbefore  authorized. 
The  provisions  herein  contained  shall  be  effective  on  and 
after  the  1st  day  of  September,  1914.'* 

'^A  person  having  the  privilege  of  inspection  will  not  be 
furnished  a  copy  of  the  return,  but  may  make  a  copy  or  take 
notes  for  his  own  or  an  authorized  use.  Beneficiaries  of  an 
estate  or  trust  are  not  entitled  as  such  to  an  inspection  of  re- 
turns of  income  filed  by  the  fiduciary.  A  receiver  of  a  cor- 
poration is  entitled  to  have  access  to  its  returns.  See  also 
section  826(a)  (2)  and  828(c)  of  the  statute.'*' 

''By  express  exception  in  the  statute  the  proper  officers 
of  a  State  imposing  an  income  tax  are  entitled  as  of  right 
upon  the  request  of  its  governor  to  have  access  to  the  returns 
of  income  of  any  corporation  or  to  an  abstract  thereof  show- 
ing its  name  and  income.  Upon  written  application  by  the 
governor  of  a  State  as  prescribed  in  paragraph  7  of  article 
1091,  except  that  the  application  may  be  made  directly  to 
the  C!ommissioner  instead  of  to  the  Secretary,  the  C!ommis- 
sioner  will  set  a  convenient  time  for  inspection  of  the  re- 
turns (or  an  abstract  thereof  as  he  may  determine)  of  cor- 
porations organized  or  doing  business  in  such  State.  The 
authority  to  inspect  returns  granted  to  officers  of  a  State 
includes  authority  to  inspect  lists  furnished  to  supplement 
and  become  a  part  of  the  returns."" 

''By  express  exception  in  the  statute  a  bona  fide  stock- 
holder of  record  owning  one  per  cent  of  the  outstanding 
stock  of  a  corporation  is  entitled  as  of  right  to  examine  the 
returns  of  income  of  such  corporation  and  its  subsidiaries. 

•  See  T.  D.  2016,  Aug.   18,  1914.  Cf.  T.  D.  1665,  Nov.  28,  IMO. 
»  Re«.  45,  Art.  1091. 
>  Reg.  46,  Art.  1092. 
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A  stockholder  desiring  the  privilege  of  inspection  shall  apply 
in  writing  to  the  Commissioner,  specifying  his  address,  the 
name  of  the  corporation,  its  outstanding  capital  stock,  the 
number  of  shares  owned  by  him,  the  date  of  their  acqui- 
sition and  whether  or  not  he  has  the  beneficial  as  well  as 
the  record  title  to  such  shares,  and  in  other  respects  comply- 
ing with  the  requirements  of  paragraph  4  of  article  1091. 
A  stockholder  who  has  acquired  his  shares  for  the  purpose 
of  inspection  of  the  income  returns  of  the  corporation  is  not 
a  bona  fide  stockholder."' 

"A  stockholder  who  examines  the  return  of  a  corporation 
and  reveals  without  express  authority  of  law  any  particulates 
of  its  income  statement  is  guilty  of  a  misdemeanor  and  liable 
to  fine  and  imprisonment.  Section  3167  of  the  Revised  Stat- 
utes, as  amended  by  section  1317  of  the  Revenue  Act  of  1918, 
also  provides: 

*Sec.  3167.  It  shall  be  unlawful  for  any  collector,  deputy 
collector,  agent,  clerk,  or  other  officer  or  employee  of  the 
United  States  to  divulge  or  to  make  known  in  any  manner 
whatever  not  provided  by  law  to  any  person  the  operations, 
style  of  work,  or  apparatus  of  any  manufacturer  or  producer 
visited  by  him  in  the  discharge  of  his  official  duties,  or 
the  amount  or  source  of  income,  profits,  losses,  expenditures, 
or  any  particular  thereof,  set  forth  or  disclosed  in  any  in- 
come return,  or  to  permit  any  income  return  or  copy  thereof 
or  any  book  containing  any  abstract  or  particulars  thereof 
to  be  seen  or  examined  by  any  person  except  as  provided  by 
law ;  and  it  shall  be  unlawful  for  any  person  to  print  or  pub- 
lish in  any  manner  whatever  not  provided  by  law  any  in- 
come return,  or  any  part  thereof  or  source  of  income,  profits, 
losses  or  expenditures  appearing  in  any  income  return ;  and 
any  offense  against  the  foregoing  provision  shall  be  a  mis- 
demeanor and  be  punished  by  a  fine  not  exceeding  $1,000  or 
by  imprisonment  not  exceeding  one  year,  or  both,  at  the 
discretion  of  the  court ;  and  if  the  offender  be  an  officer  or 
employee  of  the  United  States  he  shall  be  dismissed  from 
office  or  discharged  from  employment.' 

•  Reg.  40,  Art.  1003. 
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"An  internal  revenue  officer  discovering  in  the  course  of 
his  duty  information  leading  him  to  suspect  a  possible  viola- 
tion of  any  law  with  the  enforcement  of  which  he  is  not 
directly  concerned  should  immediately  report  the  matter  to 
the  Commissioner,  who  is  authorized  to  communicate  with 
the  proper  department  involved."* 

"Section  3152,  Revised  Statutes,  as  amended  by  the  Act 
of  March  1,  1879,  authorizing  the  employment  of  internal 
revenue  agents,  also  provides : 

'And  all  provisions  of  sections  thirty-one  hundred  an«l 
sixty-seven,  *  *  *  of  the  Revised  Statutes  shall  apply 
to  internal-revenue  agents  as  fully  as  internal-revenue 
officers/ 

"Section  3173  of  the  Revenue  Act  of  1918  provides  that: 

'It  shall  be  the  duty  of  any  pei-son,  partnership,  firm,  or 
association,  or  corporation,  made  liable  to  any  duty,  special 
tax,  or  other  tax  imposed  by  law,  when  not  otherwise  pro- 
vided for,  (1)  in  ca86  of  a  special  tax,  on  or  before  the  thirty- 
first  day  of  July  in  each  year,  and  (2)  in  other  cases  before 
the  day  on  which  the  taxes  accrue  to  make  a  list  or  return 
♦  ♦  ♦ :  Provided,  That  if  any  person  liable  to  pay  any 
duty  or  tax,  or  owning,  possessing,  or  having  the  care  or 
management  of  property,  goods,  wares  and  merchandise, 
articles,  or  objects  liable  to  pay  any  duty,  tax,  or  license, 
shall  fail  to  make  and  exhibit  a  list  or  return  required  by 
law,  but  shall  consent  to  disclose  the  particulars  of  any  and 
all  the  property,  goods,  wares,  and  merchandise,  articles, 
and  objects  liable  to  pay  any  duty  or  tax,  or  any  business  or 
occupation  liable  to  pay  any  tax  as  aforesaid,  then,  and  in 
that  case,  it  shall  be  the  duty  of  the  collector  or  deputy  col- 
lector to  make  such  list  or  return,     *     *     *' 

"Section  3176,  Revised  Statutes,  as  amended  by  said  sec- 
tion 1317,  Revenue  Act  of  1918,  further  provides: 

'If  any  person,  corporation,  company  or  association  fails 
to  make  and  file  a  return  or  list  at  the  time  prescribed  by 
law  or  by  regulation  made  under  authority  of  law,  or  makes 
willfully  or  otherwise,  a  false  or  fraudulent  return  or  list, 


«  Keg.  46,  Aft.  1004. 
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the  collector  or  deputy  collector  shall  make  the  return  or  list 
trom  his  own  knowledge  and  from  such  information  as  he 
can  obtain  through  testimony  or  otherwise.  In  any  such 
case  the  Commissioner  may  from  his  own  knowledge  and 
from  such  information  as  he  can  obtain  through  testimony 
or  otherwise  make  a  return  or  amend  any  return  made  by  a 
collector  or  deputy  collector/ 

''Reading  these  provisions  of  law  together,  it  is  evident 
that  any  collector,  deputy  collector,  agent,  clerk,  or  other 
officer  or  employee  of  the  Bureau  of  Internal  Revenue,  in- 
cluding internal  revenue  agents,  who  divulges  or  makes 
known  in  any  manner  whatsoever  not  provided  by  law  the 
amount  or  source  of  income,  profits,  losses,  expenditures,  or 
any  particulars  thereof  set  forth  or  disclosed  in  any  income 
return  made  by  any  taxpayer,  or  by  a  collector  or  deputy 
collector,  or  by  the  Commissioner  of  Internal  Revenue,  or 
who  permits  any  income  return  or  copy  thereof,  or  any  book 
containing  any  abstract  or  particulars  thereof,  to  be  seen 
or  examined  by  any  person,  except  as  provided  by  law,  or 
who  prints  or  publishes  in  any  manner  whatever,  not  pro^ 
vided  by  law,  any  income  return  or  any  part  thereof,  or 
source  of  income,  profits,  losses,  or  expenditures  appearing 
in  any  income  return,  is  guilty  of  a  misdemeanor  and  sub- 
ject to  a  fine  not  exceeding  $1,000  or  to  imprisonment  not 
exceeding  one  year,  or  both,  at  the  discretion  of  the  court, 
and  if  he  be  an  officer  or  employee  of  the  United  States,  to 
be  dismissed  from  office  or  discharged  from  emplosrment. 

'The  only  provisions  of  law  authorizing  the  making 
known  of  any  income  return  under  the  Revenue  Act  of  191B 
are  those  contained  in  section  257  of  said  act,  above  quoted. 

"Similar  provisions  to  those  contained  in  section  257,  Rev- 
enue Act  of  1918,  and  sections  3173  and  3176,  as  amended  by 
said  Revenue  Act  of  1918,  were  also  contained  in  the  Act  of 
October  8,  1917,  and  the  Act  of  September  18,  1916. 

"You  should  endeavor  in  every  way  possible  to  impress 
employees  under  your  supervision  with  the  seriousness  of 
the  offenses  which  are  intended  to  be  prevented  by  this  legis- 
lation. Any  violations  of  these  provisions  of  the  law  which 
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become  known  to  any  officer  or  employee  of  the  Bureau  must 
be  immediately  reported  for  investigation."* 

•T.  D.  2908,  July  30,  1919.     See  also  T.  D.  1745,  Jan.  2,  1912;  T.  D.   1962. 
March  20,  1914. 
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Payment  of  Tax 

§261.  Time  of  payment. — Except  as  otherwise  provided  in 
this  chapter  and  chapters  21  and  22  the  tax  shall  be  paid  in 
four  installments,  each  consisting  of  one-fourlh  of  the  total 
amount  of  the  tax.  The  first  installment  shall  be  paid  at  the 
time  fixed  by  law  for  filing  the  return,  and  the  second  in- 
stallment shall  be  paid  on  the  fifteenth  day  of  the  third 
month,  the  third  installment  on  the  fifteenth  day  of  the 
sixth  month,  and  the  f ouith  installment  on  the  fifteenth  day 
of  the  ninth  month,  after  the  time  fixed  by  law  for  filing 
the  return.  Where  an  extension  of  time  for  filing  a  return 
is  granted  the  time  for  payment  of  the  first  installment 
shall  be  postponed  until  the  date  of  the  expiration  of  the 
period  of  the  extension,  but  the  time  for  payment  of  the 
other  installments  shall  not  be  postponed  unless  the  Com- 
missioner so  provides  in  granting  the  extension.  In  any  case 
in  which  the  time  for  the  payment  of  any  installment  is  at 
the  request  of  the  taxpayer  thus  postponed,  there  shall  be 
added  as  part  of  such  installment  interest  thereon  at  the 
rate  of  one-half  of  one  per  cent  per  month  from  the  time  it 
would  have  been  due  if  no  extension  had  been  granted,  until 
paid.  If  any  installment  is  not  paid  when  due,  the  whole 
amount  of  the  tax  unpaid  shall  become  due  and  payable 
upon  notice  and  demand  by  the  collector. 

The  tax  may  at  the  option  of  the  taxpayer  be  paid  in  a 
single  payment  instead  of  in  installments,  in  which  case  the 
total  amount  shall  be  paid  on  or  before  the  time  fixed  by  law 
for  filing  the  return,  or,  where  an  extension  of  time  for  filing 
the  return  has  been  granted,  on  or  before  the  expiration  of 
the  period  of  such  extension/ 

"The  tax,  unless  paid  at  the  source,  is  to  be  paid  to  the 
collector  in  four  equal  installments,  the  first  at  the  time  for 

»  R.  A.  1918,  Sec.  250(a).  Of.  T.  D.  2622,  Dec.  26,  1917;  T.  D.  2«74,  March 
18.  1918;  T.  D.  2696,  Apr.  11,  1918. 
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filing  the  return  and  the  others  at  intervals  of  three  months 
thereafter,  or  it  may  at  the  option  of  the  taxpayer  be  paid 
in  a  single  payment  on  or  before  the  time  for  filing  the  re- 
turn or  such  time  as  extended.  See  section  227  of  the 
statute  and  articles  441-447.  An  unconditional  extension  of 
time  for  filing  a  return  will  postpone  the  date  for  payment 
of  the  first  installment,  but  will  not  postpone  the  date  of  pay- 
ment of  the  other  installments  unless  so  specified  in  each 
case.  Upon  failure  to  pay  an  installment  on  time,  all  of  the 
tax  remaining  unpaid  becomes  due  and  payable  upon  notice 
and  demand.' 

The  following  two  paragraphs  refer  specifically  to  re- 
turns for  1918: 

"If  a  corporation  has  before  February  25,  1919,  filed  a  re- 
turn for  a  fiscal  year  ending  in  1918  and  paid  or  become 
liable  for  a  tax  computed  under  the  Revenue  Act  of  1917, 
and  is  subject  to  additional  tax  for  the  same  period  under 
the  Revenue  Act  of  1918,  the  return  covering  such  addi- 
tional tax  shall  be  filed  at  the  same  time  as  returns  of  per- 
sons making  returns  for  the  calendar  year  1918  are  due 
under  existing  rulings,  and  payment  of  such  additional  tax 
is  due  in  the  same  installments  and  at  the  same  times  as  in 
the  case  of  payments  based  on  returns  for  the  calendar  year 
1918.  If  no  part  of  the  tax  for  such  fiscal  year  was  due  un- 
til after  February  24,  1919,  the  whole  amount  of  tax  due, 
including  tax  due  under  the  original  return  and  additional 
tax  due  under  the  amended  return,  will  be  payable  in  the 
the  same  installments  and  at  the  same  times  as  in  the  case 
of  payments  based  on  returns  for  the  calendar  year  1918."* 

"Taxpayers  and  collectors  are  notified  that  June  15,  1919, 
is  the  date  named  for  payment  of  the  second  installment  of 
income  and  war  profits  and  excess  profits  taxes  based  on 
returns  for  the  calendar  year  1918,  and  for  payment  of 
the  second  installment  of  other  taxes  the  first  installment  of 
which  was  due  on  March  16;  but,  since  June  15  falls  on 
Sunday,  such  payments  reaching  the  collector  on  Monday, 
June  16,  1919,  will  be  accepted  in  full  without  interest  or 

•  Beg.  45,  Art.  1001   (part).  «  T.  D.  2797,  March  U.  191t), 
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penalty.  Taxpayers  are  urged  to  make  payment  on  or  be- 
fore that  date,  and  their  attention  is  called  to  the  fact  that 
section  250(a)  of  the  Revenue  Act  of  1918,  specifying  when 
tax  payments  are  due,  omits  the  ten-day  period  of  grace 
allowed  under  the  former  law.  Failure  to  pay  the  second 
installment  on  or  before  June  16,  1919,  will  necessitate  the 
addition  of  penalties  and  interest,  as  provided  by  law."* 

In  a  notice  sent  out  by  the  Internal  Revenue  Bureau  on 
May  26, 1919,  the  following  request  was  made: 

"Every  taxpayer's  account  has  been  assigned  a  number 
for  identification  purposes.  Your  number  is  shown  at  the 
right  of  your  name  in  the  stencil  address  on  this  notice. 
Please  refer  to  it  in  all  correspondence  with  this  office  and 
place  it  on  your  check,  draft,  or  money  order.  You  should 
forward  your  remittance  to  the  collector  accompanied  by  a 
letter  or  other  statement  bearing  your  account  number,  full 
name  and  address,  plainly  written." 

§262.  Payment  upon  recomputatioii  of  tax. — ^As  soon 
as  practicable  after  the  return  is  filed,  the  Commissioner 
shall  examine  it.  If  it  then  appears  that  the  correct 
amount  of  the  tax  is  greater  or  less  than  that  shown 
in  the  return,  the  installments  shall  be  recomputed.  If  the 
amount  already  paid  exceeds  that  which  should  have  been 
paid  on  the  basis  of  the  installments  as  recomputed,  the  ex- 
cess so  paid  shall  be  credited  against  the  subsequent  install- 
ments ;  and  if  the  amount  already  paid  exceeds  the  correct 
amount  of  the  tax,  the  excess  shall  be  credited  or  refunded 
to  the  taxpayer  in  accordance  with  the  provisions  of  chap- 
ter 28.  If  the  amotint  already  paid  is  less  than  that  which 
should  have  been  paid,  the  difference  shall,  to  the  extent 
not  covered  by  any  credits  then  due  to  the  taxpayer  under 
chapter  28,  be  paid  upon  notice  and  demand  by  the  collector. 
In  such  case  if  the  return  is  made  in  good  faith  and  the 
understatement  of  the  amount  in  the  return  is  not  due  to 
any  fault  of  the  taxpayer,  there  shall  be  no  penalty  because 
of  such  understatement.* 

«  T.  D.  2810,  May  IS,  1919.  •  R.  A.  1918,  See.  260(b). 
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"When  the  returns  are  received  at  the  collectors'  oflSces, 
they  are  examined  and  listed  before  being  forwarded  to  the 
Commissioner.  If  it  appears  that  the  tax  is  greater  or  less 
than  shown  in  the  return,  it  is  recomputed.  After  checking 
the  figures  the  Commissioner  assesses  the  tax  on  the  basis 
of  the  collectors'  lists.  The  collectors  then  send  out  bills 
for  the  taxes,  either  as  computed  by  the  taxpayer  or  as  re- 
computed.  If  a  taxpayer  believes  that  he  has  been  over- 
assessed,  he  may  file  a  claim  for  abatement  or  (after  pay- 
ment of  the  tax)  for  a  refund  of  the  excess.  See  section 
262  of  the  statute  and  articles  1031-1038.  As  soon  as  prac- 
ticable the  returns  are  carefully  audited  by  accountants  in 
the  office  of  the  Commissioner  at  Washington,  assisted 
where  necessary  by  reports  of  the  examination  of  taxpayer's 
books  and  records  made  by  revenue  agents  in  the  field.  If 
error  in  a  return  is  detected,  the  taxpayer  is  notified  accord- 
ingly and  an  additional  assessment  is  made  against  him  or 
he  is  given  the  opportunity  to  file  a  claim  for  a  refund,  as 
the  case  may  be.  Any  assessment  must  be  made  within  five 
years  after  the  return  was  due  or  was  made,  except  in  the 
case  of  false  returns  with  intent  to  evade  the  tax.  See 
sections  228,  1305  and  1318  of  the  statute  and  articles  451 
and  1711."* 

"Upon  recomputation  of  the  tax,  if  the  amount  already 
paid  exceeds  the  correct  amount  of  the  installment  or 
of  the  whole  tax,  the  excess  shall  be  credited  against  sub- 
sequent installments  or  other  similar  taxes  then  due  from 
the  taxpayer  or,  if  there  is  no  such  installment  or  tax,  shall 
be  refunded  to  him ;  but  if  the  amount  already  paid  is  less 
than  the  correct  amount  of  the  installment  or  tax  then 
due,  the  difference  shall  be  paid  upon  notice  and  demand 
with  interest.    See  section  252  and  articles  1034-1036.'" 

§263.  Payment  when  no  return  by  taxpayer.. — If  the  re- 
turn is  made  pursuant  to  section  3176  of  the  Revised 
Statutes  as  amended,  the  amount  of  the  tax  determined  to 

•  Reg.  45.  Art.  1012.  See  T.  D.  1932.  Jan.  18.  1914. 
7  Reg.  45.  Art.  1001  (part). 
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be  due  under  such  return  shall  be  paid  upon  notice  and  de- 
mand by  the  collector.* 

"Section  3176  of  the  Revised  Statutes,  as  amended  by 
section  1317  of  the  Revenue  Act  of  1918,  provides: 

'See.  3176.  If  any  person,  corporation,  company  or  asso- 
ciation fails  to  make  and  file  a  return  or  list  at  the  time 
prescribed  by  law  or  by  regulation  made  under  authority 
of  law,  or  makes,  willfully  or  otherwise,  a  false  or  fraudulent 
return  or  list,  the  collector  or  deputy  collector  shall  make 
the  return  or  list  from  his  own  knowledge  and  from  such 
information  as  he  can  obtain  through  testimony  or  other- 
wise. In  any  such  case  the  Commissioner  may,  from  his 
own  knowledge  and  from  such  information  as  he  can  obtain 
through  testimony  or  otherwise,  make  a  return  or  amend 
any  return  made  by  a  collector  or  deputy  collector.  Any  re- 
turn or  list  so  made  and  subscribed  by  the  Commissioner, 
or  by  a  collector  or  deputy  collector  and  approved  by  the 
Commissioner,  shall  be  prima  facie  good  and  sufficient  for 
all  legal  purposes. 

'If  the  failure  to  file  a  return  or  list  is  due  to  sickness  or 
absence,  the  collector  may  allow  such  further  time,  not  ex- 
ceeding thirty  days,  for  making  and  filing  the  return  or  list 
as  he  deems  proper. 

'The  Commissioner  of  Internal  Revenue  shall  determine 
and  assess  all  taxes,  other  than  stamp  taxes,  as  to  which  re- 
turns or  lists  are  so  made  under  the  provisions  of  this  sec- 
tion. In  case  of  any  failure  to  make  and  file  a  return  or 
list  within  the  time  prescribed  by  law,  or  prescribed  by  the 
Commissioner  of  Internal  Revenue  or  the  collector  in  pur- 
suance of  law,  the  Commissioner  of  Internal  Revenue  shall 
add  to  the  tax  25  per  cent  of  its  amount,  except  that  when  a 
return  is  filed  after  such  time  and  it  is  shown  that  the  fail- 
ure to  file  it  was  due  to  a  reasonable  cause  and  not  to  willful 
neglect,  no  such  addition  shall  be  made  to  the  tax.  In  case  a 
false  or  fraudulent  return  or  list  is  willfully  made,  the  Com- 
missioner of  Internal  Revenue  shall  add  to  the  tax  50  per 
cent  of  its  amount. 


»  K.  A.  1U18,  Sec.  2oO(c). 
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'The  amount  so  added  to  any  tax  shall  be  collected  at  the 
9ame  time  and  in  the  same  manner  and  as  part  of  the  tax 
unless  the  tax  has  been  paid  before  the  discovery  of  the 
neglect,  falsity,  or  fraud,  in  which  case  the  amount  so  added 
shall  be  collected  in  the  same  manner  as  the  tax.' 

"Accordingly,  if  a  return  is  not  made  on  time  or  is  false, 
and  the  collector  or  Commissioner  makes  a  return,  the 
amount  of  tax  determined  to  be  due  under  such  substitute 
return  shall  be  paid  in  full  upon  notice  and  demand  by  the 
collector.     See  further  articles  443-446,  1004  and  1005."* 

§264.  Payment  when  departure  from  country  contem* 
plated* — If  the  Commissioner  finds  that  a  taxpayer  designs 
quickly  to  depart  from  the  United  States  or  to  remove  his 
property  therefrom,  or  to  conceal  himself  or  his  property 
therein,  or  to  do  any  other  act  tending  to  prejudice  or  to 
render  wholly  or  partly  ineffectual  proceedings  to  collect  the 
tax  for  the  taxable  year  then  last  past  or  the  taxable  year 
then  current  unless  such  proceedings  be  brought  without 
delay,  the  Commissioner  shall  declare  the  taxable  period  for 
such  taxpayer  terminated  at  the  end  of  the  calendar  month 
tben  last  past  and  shall  cause  notice  of  such  finding  and 
declaration  to  be  given  the  taxpayer,  together  with  a  demand 
for  immediate  payment  of  the  tax  for  the  taxable  period  so 
declared  terminated  and  of  the  tax  for  the  preceding  tax- 
able year  or  so  much  of  said  tax  as  is  unpaid,  whether  or  not 
the  time  otherwise  allowed  by  law  for  filing  a  return  and  pay- 
ing  the  tax  has  expired ;  and  such  taxes  shall  thereupon  be- 
come immediately  due  and  payable.  In  any  action  or  suit 
brought  to  enforce  payment  of  taxes  made  due  and  payable 
by  virtue  of  this  provision  the  finding  of  the  Commissioner, 
whether  made  after  notice  to  the  taxpayer  or  not,  shall  be  for 
all  purposes  presumptive  evidence  of  the  taxpayer's  design. 
A  taxpayer  who  is  not  in  default  in  making  any  return  or 
paying  income,  war  profits  or  excess  profits  taxes  under  any 
act  of  Congress  may  furnish  to  the  United  States  security 
approved  by  the  Commissioner  that  he  will  duly  make  the 


•  Reff.  45,  Art  1002. 
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return  next  thereafter  required  to  be  filed  and  pay  the  tax 
next  thereafter  required  to  be  paid.  The  C!onuni8sioner  may 
approve  and  accept  in  like  manner  security  for  the  return 
and  payment  of  taxes  made  due  and  payable  by  virtue  of 
this  provision,  provided  the  taxpayer  has  paid  in  full  all 
other  income,  war  profits  or  excess  profits  taxes  due  from 
him  under  any  act  of  Congress.  If  security  is  approved  and 
accepted  and  such  further  or  other  security  with  respect  to 
the  tax  or  taxes  covered  thereby  is  given  as  the  Conmiis- 
sioner  shall  from  time  to  time  find  necessary  and  require^ 
pajrment  of  such  taxes  shall  not  be  enforced  by  any  pro- 
ceedings prior  to  the  expiration  of  the  time  otherwise  al- 
lowed for  paying  such  respective  taxes.* 

"In  the  case  of  a  taxable  person  who  designs  by  imme* 
diate  departure  from  the  country  or  otherwise  to  avoid  pay- 
ment of  the  tax  for  the  preceding  or  current  taxable  year, 
the  Conmiissioner  may  so  find  upon  evidence  satisfactory 
to  him  and  may  declare  the  taxable  period  for  such  person 
terminated  at  the  end  of  the  month  last  past,  causing  the 
service  upon  him  of  a  notice  and  demand  for  immediate 
payment  of  the  tax  declared  due  and  any  other  tax  Unpaid. 
In  such  a  case  the  taxpayer  is  entitled  to  a  full  personsd  ex- 
emption and  credit  for  dependents.  See  section  216  of  the 
statute  and  article  805.  If  suit  is  necessary  to  collect  the 
tax,  the  Commissioner's  finding  is  presumptive  evidence  of 
the  taxpayer's  design.  A  person  who  is  not  in  default  in 
making  returns  or  in  pasring  other  taxes  may  procure  the 
postponement  until  the  usual  time  of  the  pasrment  of  taxes 
declared  or  declarable  to  be  due  pursuant  to  this  article  by 
depositing  with  the  Commissioner  United  States  bonds  of  a 
principal  amount  double  the  estimated  amount  of  taxes  due 
from  such  person  for  the  taxable  year  or  by  furnishing  such 
other  security  as  may  be  approved  by  the  Commissioner. 
See  section  1820.'^' 

§265.  Receipts  for  payments^— Every  collector  to  whom 
any  pasrment  of  any  income,  war  profits  or  excess  profits  tax 

^  a.  A.  1918,  Sm.  260(«).     See  R.  a.  1918,  Sec.  1320. 
*  Reff.  46.  Art.  1018. 
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is  made  shall  upon  request  give  to  the  person  making  such 
payment  a  full  written  or  printed  receipt,  stating  the  amount 
paid  and  the  particular  account  for  which  such  payment  was 
made..  Whenever  any  debtor  pays  taxes  on  account  of  pay- 
ments made  or  to  be  made  by  him  to  separate  creditors  the 
collector  shall,  if  requested  by  such  debtor,  give  a  separate 
receipt  for  the  tax  paid  on  account  of  each  creditor  in  such 
form  that  the  debtor  can  conveniently  produce  such  re- 
ceipts separately  to  his  several  creditors  in  satisfaction  of 
their  respective  demands  up  to  the  amounts  stated  in  the 
receipts;  and  such  receipt  shall  be  sufficient  evidence  in 
favor  of  such  debtor  to  justify  him  in  withholding  from  his 
next  payment  to  his  creditor  the  amount  therein  stated ;  but 
the  creditor  may,  upon  giving  to  his  debtor  a  full  written 
receipt  acknowledging  the  payment  to  him  of  any  sum  ac- 
tually paid  and  accepting  the  amount  of  tax  paid  as  afore- 
said (specifying  the  same)  as  a  further  satisfaction  of  the 
debt  to  that  amount,  require  the  surrender  to  him  of  such 
collector's  receipt/ 

"Upon  request  a  collector  will  give  a  receipt  for  each  tax 
payment.  In  the  case  of  payments  made  by  check  or  money 
order  the  cancelled  check  or  the  money  order  receipt  is 
usually  a  sufficient  receipt.  In  the  case  of  payments  in  cash, 
however,  the  taxpayer  should  in  every  instance  require  and 
the  collector  should  furnish  a  receipt."* 

§266.  Medium  of  payment. — Collectors  may  receive  at  par 
with  an  adjustment  for  accrued  interest  certificates  of  in- 
debtedness issued  by  the  United  States  and  uncertified 
checks  in  payment  of  income,  war  profits  and  excess  profits 
taxes  during  such  time  and  under  such  regulations  as  the 
Commissioner  shall  prescribe ;  but  if  a  check  so  received  is 
not  paid  by  the  bank  on  which  it  is  drawn  the  person  by 
whom  such  check  has  been  tendered  shall  remain  liable  for 
the  payment  of  the  tax  and  for  all  legal  penalties  and  addi- 
tions the  same  as  if  such  check  had  not  been  tendered. * 

•  R.  A.  1918,  See.  251.     Cf.  T.  I).  2226.  July  14,  1916. 

*  lieg.  45,  Art.  1021,    See  United  States  v.  Plttaro,  T.  D.  2874. 

»  R.  A.  1918.  Sec.  1314.  Cf.  T.  D.  1651.  Aug.  27,  1910;  T.  D.  1963.  March  18, 
1914;  T.  D.  1990,  June  1,  1914:  T.  D.  2158,  Feb.  19,  1915;  T.  D.  2«B7,  Dec.  28, 
1917;  T.  D.  2666,  March  8,  19l8. 
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"Collectors  will  receive  at  par  United  States  Treasury  cer- 
tificates of  indebtedness  of  the  tax  series  of  1919,  dated 
August  20, 1918,  and  maturing  July  16, 1919,  and  of  series  T, 
dated  November  7,  1918,  and  maturing  March  16,  1919,  in 
payment  of  income  and  war  profits  and  excess  profits  taxes 
payable  at  or  before  the  maturity  of  the  certificates,  and  cer- 
tificates of  series  T  2,  having  no  coupon,  dated  January  16, 
1919,  and  matuuring  June  17,  1919,  in  payment  of  taxes 
payable  within  sixty  days  before  the  maturity  of  the  cer- 
tificates. The  terms  of  the  acceptance  of  certificates  of 
other  issues  will  be  prescribed  from  time  to  time.  The 
amount  at  par  of  the  certificates  of  indebtedness  presented 
by  any  taxpayer  in  payment  of  taxes  must  not  exceed  the 
amount  of  the  taxes  to  be  paid  by  him."' 

"Such  certificates  of  indebtedness  may  be  accepted  by  the 
collector  prior  to  the  date  the  tax  is  due  and  in  that  case 
should  be  forwarded  by  the  collector  to  the  federal  reserve 
bank  to  be  held  for  his  account  until  the  date  the  tax  is  due 
and  for  deposit  on  such  date.  All  coupons  maturing  on  or 
before  the  date  the  tax  is  due  must  be  detached  by  the  tax- 
payer and  collected  in  ordinary  course,  but  all  other  coupons 
must  remain  attached  to  the  certificate  and  be  forwarded  to 
the  federal  reserve  bank.  Any  accrued  interest  to  the  date 
the  tax  is  due,  not  covered  by  coupons  detached  as  above 
provided,  will  be  remitted  to  the  taxpayer  by  the  federal 
reserve  bank  by  check,  for  which  purpose  the  collector  will 
furnish  to  the  bank  the  name  and  address  of  the  taxpayer, 
the  amount  and  serial  numbers  of  the  certificates  presented 
in  each  case,  the  date  of  issue  of  the  certificates,  and  the 
date  the  tax  is  due.  Collectors  shall  in  no  case  pay  interest 
on  such  certificates  nor  accept  them  for  an  amount  other  or 
greater  than  their  face  value.  Receipts  given  by  collectors 
to  taxpayers  should  show  the  amount  of  certificates  of  each 
series  received  in  payment  of  taxes.  For  the  purpose  of 
saving  taxpayers  the  expense  of  transmitting  such  certifi- 
cates as  are  held  in  federal  reserve  cities  to  the  ofllce  of 

•  Rejr.  45.  Art.  ITIU.  Sfe  further  T.  D.  SSTjO,  May  28,  19111 :  T.  D.  2907,  Aug.  7. 
1919;  nud  T.  D.  2918,  Sept.  12,  1919.  Cf.  T.  I).  2to.  Jan.  2S,  1918;  T.  D.  2650. 
Feb.  15.  191H;  T.  I>.  2CS0.  March  23.  1918;  T.  D.  21<X\,  Apr.  2.%  1918;  T.  D.  2718. 
Mny  28,  1U18;  T.  D.  2778.  Dec.  9.  1918. 
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the  collector  in  whose  district  the  taxes  are  payable,  tax- 
payers desiring  to  pay  taxes  by  acceptable  certificates  of 
indebtedness  should  communicate  with  the  collector  and  re- 
quest from  him  authority  to  deposit  such  certificates  to  his 
credit  with  the  federal  reserve  bank  in  the  city  in  which  the 
certificates  are  held.'" 

"Collectors  are  authorized  to  permit  deposits  of  Treasury 
certificates  of  indebtedness  in  any  federal  reserve  bank  with 
the  distinct  understanding  that  the  federal  reserve  bank  is 
to  issue  a  certificate  of  deposit  in  the  collector's  name  cover- 
ing the  amount  of  the  certificates  of  indebtedness  at  par  and 
to  state  on  the  face  of  the  certificate  of  deposit  that  the 
amount  represented  thereby  is  in  payment  of  income  and 
profits  taxes.  The  federal  reserve  bank  should  forward  the 
original  certificate  of  deposit  to  the  Treasurer  of  the  United 
States,  with  its  daily  transcript,  and  transmit  to  the  col- 
lector the  duplicate  and  triplicate,  accompanied  by  a  state- 
ment giving  the  name  of  the  taxpayer  for  whom  the  pay- 
ment is  made  in  order  that  the  collector  may  make  the  neces- 
sary record  and  forward  the  duplicate  to  the  office  of  the 
Commissioner  of  Internal  Revenue.'" 

"Collectors  may  accept  uncertified  checks  in  payment  of 
income  and  war  profits  and  excess  profits  taxes,  provided 
such  checks  are  collectible  at  par,  that  is,  for  their  full 
amount,  without  any  deduction  for  exchange  or  other 
charges.  The  collector  will  stamp  on  the  face  of  each  check 
before  deposit  the  words,  'This  check  is  in  payment  of  an 
obligation  to  the  United  States  and  must  be  paid  at  par.  No 
protest,'  with  his  name  and  title.  The  day  on  which  the 
collector  receives  the  check  will  be  considered  the  date  of 
payment  so  far  as  the  taxpayer  is  concerned,  unless  the 
check  is  returned  dishonored.  If  one  check  is  remitted  to 
cover  two  or  more  persons'  taxes,  the  remittance  must  be 
accompanied  by  a  letter  of  transmittal  stating  (a)  the  name 
of  the  drawer  of  the  check;  (6)  the  amount  of  the  check; 
(r)  the  amount  of  any  cash,  money  order  or  other  instru- 
ment included  in  the  same  remittance ;  (</)  the  name  of  each 

•  Keg.  46,  Art.  1732.  ■  T.  D.  2SK)7,  Aug.  7,  1019    (p«rt). 
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person  whose  tax  is  to  be  paid  by  the  remittance;  (e)  the 
amount  of  the  payment  on  account  of  each  person;  and 
(/)  the  kind  of  tax  paid."* 

''If  the  bank  on  which  any  such  check  is  drawn  should 
refuse  to  pay  it  at  par,  the  check  should  be  returned  through 
the  depositary  bank  and  be  treated  in  the  same  manner  as 
a  bad  check.  All  expenses  incident  to  the  attempt  to  collect 
such  a  check  and  the  return  of  it  through  the  depositary 
bank  must  be  paid  by  the  drawer  of  the  check  to  the  bank 
on  which  it  is  drawn,  since  no  deduction  can  be  made  from 
amounts  received  in  payment  of  taxes.  See  section  3210 
of  the  Revised  Statutes.  If  any  taxpayer  whose  check  has 
been  returned  uncollected  by  the  depositary  bank  should  fail 
at  once  to  make  the  check  good,  the  collector  should  pro- 
ceed to  collect  the  tax  as  though  no  check  had  been  given. 
A  taxpayer  who  tenders  a  certified  check  in  pajonent  for 
taxes  is  also  not  released  from  his  obligation  until  the  check 
has  been  paid.  See  chapter  191  of  the  Act  of  March  2, 
1911."* 

"In  the  payment  of  income  or  war  profits  and  excess 
profits  taxes,  and  in  each  step  or  computation  necessary  in 
determining  the  amount  of  any  such  tax,  a  fractional  part 
of  a  cent  may  be  disregarded  unless  it  amounts  to  one-half 
cent  or  more,  in  which  case  it  shall  be  increased  to  one 
cent."' 

•  Reg.  46,  Art.  1733.  repeated  in  T.  D.  2851.  May  28,  1919.  Federal  reserve 
banks  and  national  banks  should  see  T.  D.  2846,  May  24,  1919.  embodying 
Treasury  Department  Circular  No.  144  of  May  20,  1919. 

1  Beg.  45.  Art.  1734.  repeated  In  T.  D.  2861.  May  28.  1919. 

•  Reg.  46.  Art.   1721.     See  R.  A.  1918,  Sec.  1313. 
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Penalties  and  Enforcement  of  Tax. 

§271.  Addition  of  interests — For  failure  to  render  returns, 
whether  of  income,  withholding  or  information,  at  the 
proper  times,  for  understating  the  income  or  tax,  and  for 
failure  to  pay  the  tax  or  instalments  of  it  when  due  and 
payable,  the  statute  prescribes  various  penalties.^  These 
include  severally  or  in  combination  the  addition  of  interest 
to  the  tax,  described  in  this  section,  and  the  addition  of  speci- 
fied percentages  of  the  tax  and  the  imposition  of  fines,  as 
described  in  the  following  sections. 

''Where  the  time  for  the  pajrment  of  any  instalment  of 
the  tax  is  postponed  at  the  request  of  the  taxpayer,  inter- 
est at  the  rate  of  6  per  cent  per  annum  is  added  from  the 
original  due  date.  If  an  understatement  of  the  tax  in  the 
return  is  due  to  the  negligence  of  the  taxpayer,  but  with- 
out intent  to  defraud,  interest  at  the  rate  of  12  per  cent  per 
annum  is  added  to  the  amount  of  the  deficiency  of  each  in- 
stalment from  the  time  the  instalment  was  due.  If  any 
tax  remains  due  and  unpaid  for  ten  days  after  notice  and 
demand  by  the  collector,  or  in  the  case  of  the  first  instal- 
ment as  computed  by  the  taxpayer  remains  due  and  unpaid 
for  ten  days,  interest  at  the  rate  of  12  per  cent  per  annum 
is  added  from  the  due  date,  except  that  the  interest  on  any 
amount  which  is  the  subject  of  a  bona  fide  claim  for  abate- 
ment shall  be  at  the  rate  of  6  per  cent  per  annum,  and  ex- 
cept that  no  interest  is  added  in  the  case  of  estates  of  in- 
sane, deceased  or  insolvent  persons.  But  if  any  part  of  a 
claim  for  abatement  on  the  ground  of  a  loss  in  inventory 
under  section  214(a)  (12)  or  section  234(a)  (14)  of  the 
statute  is  disallowed,  interest  from  the  original  due  date  at 
the  rate  of  12  per  cent  per  annum  will  be  added  to  the  tax 
not  abated ;  and  interest  is  to  be  added  in  all  cases  in  which 

&  B.  A.  1018,  Seci.  250.  2S3  and  1817. 
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the  demand  of  payment  is  made  of  the  taxpayer  personally, 
although  he  subsequently  dies,  or  becomes  insane  or  in- 
solvent, so  that  collection  of  the  tax  is  made  from  his  estate 
in  the  hands  of  his  representative.  See  further  articles  1005 
and  1006."' 

§272.  Penalty  for  failure  to  file  return* — In  case  of  any 
failure  to  make  and  file  a  return  within  the  time  prescribed 
by  law,  or  prescribed  by  the  Commissioner  or  the  collector  in 
pursuance  of  law,  the  Commissioner  shall  add  to  the  tax  25 
per  cent  of  its  amount,  except  that  when  a  return  is  filed 
after  such  time  and  it  is  shown  that  the  failure  to  file  it 
was  due  to  a  reasonable  cause  and  not  to  willful  neglect,  no 
such  addition  shall  be  made  to  the  tax.  The  amount  so 
added  to  any  tax  shall  be  collected  at  the  same  time  and  in 
the  same  manner  and  as  part  of  the  tax  unless  the  tax  has 
been  paid  before  the  discovery  of  the  neglect,  in  which  case 
the  amount  so  added  shall  be  collected  in  the  same  manner 
as  the  tax.' 

"In  case  of  failure  to  make  a  return  on  time,  a  penalty  of 
25  per  cent  of  the  amount  of  the  tax  is  added  to  it,  unless 
the  return  is  later  filed  and  the  failure  to  file  it  is  satis- 
factorily shown  to  be  due  to  a  reasonable  cause.  See  article 
1002.  Two  classes  of  delinquents  are  liable  to  the  penalty : 
(a)  those  who  do  not  file  returns  and  for  whom  returns  are 
made  by  the  collector  or  Commissioner;  and  (h)  those  who 
file  tardy  returns  and  are  unable  to  show  reasonable  cause 
for  the  delay.  Taxpayers  wishing  to  avoid  the  penalty  must 
make  an  afiirmative  showing  of  the  facts  alleged  as  a  rea- 
sonable cause  for  failure  to  make  a  return  on  time  in  the 
form  of  an  affidavit  under  oath,  which  should  be  attached 
to  the  return.  If  such  an  explanation  is  furnished  with  the 
return  or  upon  the  collector's  demand,  the  collector,  unless 
otherwise  directed  by  the  Conmiissioner,  will  forward  the 
affidavit  with  the  return,  and  if  the  Commissioner  de- 
termines that  the  delinquency  was  due  to  a  reasonable  cause 

«  Rear.  45,  Art.  1003. 

«  R.  S.,  Seo.  3176.  as  amended  by  R.  A.  1918,  Sec.  1317.  Cf.  T.  D.  1701.  May  27. 
1911;  T.  D.  ino,  July  6.  1911 :  T.  D.  1711,  July  6,  1911;  T.  D.  1759,  Feb.  5,  191U; 
T.   D,  lOTiO.   Feb.  19.  1914,  T.  D.  2S84,  Not.  20.  1917. 
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the  25  per  cent  penalty  will  not  be  assessed.  'Reasonable 
cause'  is  such  a  condition  of  fact  that  had  the  taxpayer  in 
default  exercised  ordinary  business  care  and  prudence  it 
would  have  been  impracticable  or  impossible  for  him  to  file 
a  return  in  the  prescribed  time.  See  also  section  253  of  the 
statute  and  article  1041."* 
See  further  §275. 


§273.  Penalty  for  understated  return. — ^If  the  under- 
statement in  a  return  is  not  due  to  any  fault  of  the  taxpayer, 
there  shall  be  no  penalty  because  of  such  understatement.  If 
the  understatement  is  due  to  negligence  on  the  part  of 
the  taxpayer,  but  without  intent  to  defraud,  there  shall  be 
added  as  part  of  the  tax  5  per  cent  of  the  total  amount  of 
the  deficiency,  plus  interest  at  the  rate  of  1  per  cent  per 
month  on  the  amount  of  the  deficiency  of  each  instalment 
from  the  time  the  instalment  was  due.  If  the  understate- 
ment is  false  or  fraudulent  with  intent  to  evade  the  tax, 
then,  in  lieu  of  the  penalty  provided  by  section  3176  of  the 
Revised  Statutes,  as  amended,  for  false  or  fraudulent  re- 
turns willfully  made,  but  in  addition  to  other  penalties  pro- 
vided by  law  for  false  or  fraudulent  returns,  there  shall  be 
added  as  part  of  the  tax  50  per  cent  of  the  amount  of  the 
deficiency.* 

Apparently  this  provision  is  intended  to  supersede  section 
3176  of  the  Revised  Statutes  so  far  as  such  section  imposes  a 
penalty  of  50  per  cent  of  the  amount  of  the  tax,  not  of  the 
amount  of  the  deficiency,  "in  case  a  false  or  fraudulent  re- 
turn or  list  is  willfully  made."'  It  is  barely  possible,  how- 
ever, that  a  situation  may  arise  calling  for  the  application  of 
section  3176,  as  the  following  regulation  seems  to  indicate. 

"(r()  If  an  understatement  of  the  amount  of  the  tax  in  a 
return  of  income  is  due  to  negligence  on  the  part  of  the  tax- 
payer, but  without  intent  to  defraud,  a  penalty  of  5  per 
cent  of  the  amount  of  the  deficiency  is  added;  but  (h)  if 
the  understatement  of  the  tax  is  false  with  intent  to  evade 

*  Reg.  4o.  Art.   1004.     Cf.   T.   D.   2782.   Dec.   24.   11)18    (R.   A.   1917). 
»  R.  A.  1918.  Sec.  250(b).  Cf.  T.  D.  2206,  Dec.  1,  1915. 

•  R.  S.,  Sec.  3176,  as  uiueiuled  by  R.  A.  1018,  Sec.  1317. 
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the  tax,  a  penalty  of  50  per  cent  of  the  amount  of  the  de- 
ficiency is  added,  (c)  In  case  a  false  or  fraudulent  return 
is  willfully  made,  other  than  as  specified  in  (b)  above,  a 
penalty  of  50  per  cent  of  the  amount  of  the  tax  is  added. 
See  articles  1002  and  1003.  In  general,  negligence  is  at- 
tributable to  the  taxpayer  if  he  computes  the  tax  in  disre- 
gard of  the  instructions  on  the  return  form  or  otherwise 
incorrectly,  unless  he  can  show  that  his  error  was  due  to 
an  honest  misunderstanding  of  the  facts  or  the  law  of  which 
an  average  reasonable  man  might  be  capable.  See  also 
section  253  of  the  statute  and  article  1041.'" 
See  further  §275. 

§274.  Penalty  for  failure  to  pay  tax, — If  any  tax  remains 
unpaid  after  the  date  when  it  is  due,  and  for  ten  days  after 
notice  and  demand  by  the  collector,  then,  except  in  the  case 
of  estates  of  insane,  deceased  or  insolvent  persons,  there 
shall  be  added  as  part  of  the  tax  the  sum  of  five  per  cent  on 
the  amount  due  but  unpaid,  plus  interest  at  the  rate  of  one 
per  cent  per  month  upon  such  amount  from  the  time  it  be- 
came due.  As  to  any  such  amount,  however,  which  is  the 
subject  of  a  bona  fide  claim  for  abatement  such  sum  of  five 
per  cent  shall  not  be  added  and  the  interest  from  the  time 
the  amount  was  due  until  the  claim  is  decided  shall  be  (ex- 
cept as  provided  in  §271)  at  the  rate  of  one-half  of  one  per 
cent  per  month.  In  the  case  of  the  first  installment  the  in- 
structions printed  on  the  return  are  deemed  sufficient  notice 
of  the  date  when  the  tax  is  due  and  sufficient  demand,  and 
the  taxpayer's  computation  of  the  tax  on  the  return  is 
deemed  sufficient  notice  of  the  amount  due.' 

In  any  case  in  which  in  order  to  enforce  pajnnent  of  a  tax 
it  is  necessary  for  a  collector  to  cause  a  warrant  of  dis- 
traint to  be  served,  there  is  also  added  as  part  of  the  tax 
the  sum  of  $5.* 

"If  any  tax  or  installment  thereof  remains  due  and  un- 
paid for  ten  days  after  notice  and  demand  by  the  collector 

T  Reg.  45.  Art.  1005.  •  R.  A.  1918.  Sec.  260(f). 

•  R.  A.  1918.  Sec.  250(e). 
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(the  instructions  on  the  return  serve  as  notice  and  demand 
in  the  case  of  the  first  instalhnent  as  computed  by  the  tax- 
payer), a  penalty  of  five  per  cent  is  added.  When,  however, 
upon  an  assessment  of  a  tax  and  demand  made  for  payment, 
a  bona  fide  claim  for  its  abatement  is  filed  within  ten  days 
after  such  demand,  no  penalty  is  imposed.  Upon  receipt 
of  a  notice  of  rejection  of  the  claim  (or  so  much  thereof  as 
is  not  allowed) ,  the  collector  will  notify  the  claimant  and  de- 
mand the  pajrment  of  the  tax.  If  the  tax  is  not  then  paid 
within  ten  days,  the  five  per  cent  penalty  will  be  assessed  on 
the  amount  of  the  tax  not  abated.  If  abatement  of  the  entire 
tax  assessed  is  not  demanded  in  a  claim,  and  the  balance  of 
the  tax  is  not  paid  within  the  required  ten  days,  the  five  per 
cent  penalty  will  immediately  accrue  on  such  balance.  See 
also  article  1003.  The  estate  of  a  deceased  person,  regard- 
l^s  of  the  date  of  his  death,  or  of  an  insane  or  insolvent 
person,  cannot  be  charged  with  liability  to  the  five  per  cent 
penalty  on  account  of  his  or  the  fiduciary's  delinquency  in 
making  payment  of  taxes.  Where  a  warrant  of  distraint 
is  served,  $5  is  added.  For  other  penalties  see  section  253  of 
the  statute  and  article  1041."^ 

See  further  §275. 

*The  service  of  a  notice  and  demand  by  the  collector  on 
form  17  is  complete  upon  mailing  it,  and  the  time  within 
which  the  tax  must  be  paid  runs  from  the  date  of  mailing 
the  notice  and  not  of  its  receipt  by  the  taxpayer.  But  pay- 
ment for  the  tax  must  actually  reach  the  collector  within 
the  ten  day  period,  and  merely  mailing  a  remittance  before 
the  expiration  of  the  ten  days  is  not  sufficient.  So,  to  avoid 
the  prescribed  penalties,  no  more  than  ten  days  may  elapse 
after  the  mailing  of  the  notice  before  the  pajrment  is  in  the 
collector's  hands.  See  section  3184  of  the  Revised  Statutes. 
By  reason,  however,  of  absence  from  their  homes  or  places 
of  business  in  foreign  countries  or  in  the  military  or  other 
service  of  the  country  and  the  consequent  delay  in  receiving 
mail,  or  by  reason  of  the  location  of  the  residence  of  an  in- 
dividual or  of  the  office  of  a  corporation  to  which  the  notice 

^  Reg.  40,  Art  1006. 
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was  addressed  at  a  distance  from  the  collector's  office  it  is 
impossible  for  many  persons  to  receive  a  notice  and  demand 
and  to  make  payment  of  the  tax  so  that  such  payment  may 
be  received  by  the  collector  within  the  ten  day  period  fol- 
lowing the  service  of  notice  and  demand,  and  in  all  such 
cases  the  collector  will  enter  on  the  notice  as  the  date  on 
which  the  tax  becomes  due  and  payable  a  date  as  nearly 
as  possible  ten  days  after  the  time  that  the  notice  should 
be  received  in  the  ordinary  course  of  the  mails  by  the  tax- 
payer. In  such  cases  when  it  appears  that  a  remittance  for 
the  tax  was  placed  in  the  mails  within  the  ten  day  period 
after  the  date  specified  in  the  notice,  and  in  cases  where 
tardiness  is  occasioned  because  the  notice  was  not  deliv- 
ered in  due  time  by  reason  of  delay  in  the  mail  and  satisfac- 
tory evidence  of  that  fact  is  furnished,  the  penalty  and 
interest  will  not  be  collected."" 

§275.  Specific  penalties. — Any  individual,  corporation  or 
partnership  required  to  pay  or  collect  any  tax,  to  make  a 
return  or  to  supply  information,  who  fails  to  pay  or  collect 
such  tax,  to  make  such  return  or  to  supply  such  information 
at  the  time  or  times  required,  shall  be  liable  to  a  penalty  of 
not  more  than  $1,000.  Any  individual,  corporation  or  part- 
nership, or  any  officer  or  employee  of  any  corporation  or 
member  or  employee  of  a  partnership,  who  willfully  refuses 
to  pay  or  collect  such  tax,  to  make  such  return  or  to  supply 
such  information  at  the  time  or  times  required,  or  who  will- 
fully attempts  in  any  manner  to  defeat  or  evade  the  tax, 
shall  be  guilty  of  a  misdemeanor  and  shall  be  fined  not  more 
than  $10,000  or  imprisoned  for  not  more  than  one  year,  or 
both,  together  with  the  costs  of  prosecution.' 

"A  penalty  of  not  more  than  $1,000  attaches  for  failure 
punctually  to  make  a  required  return,  whether  of  income, 
withholding  or  information,  or  to  pay  or  collect  a  required 

•  Reg.  45,  Art.  1O07.  Cf.  United  States  v.  Gen.  Inspection  A  Loadlnff  Co.,  204 
Fed.  657.  Cf.  T.  D.  1633,  May  27.  1910;  T.  D.  1609.  Oct.  20,  1910;  T\  D.  1995, 
June  12.  1914:  T.  D.  2003,  June  26,  1914;  T.  D.  202^,  Oct.  24.  1914;  T.  D.  2679, 
March  23.   1918. 

•  R.  A.  1918,  Sec.  253.  Cf.  T.  D.  1602,  Apr.  20,  1911:  T.  D.  1740.  Dec.  5.  1911: 
T.  D.  1759,  Feb.  5,  1912;  T.  D.  1852,  May  29,  1913;  T.  D.  1950,  Feb.  19.  1914.  Cf. 
rnltod  States  v.  Aetna  Life  Tna.  Co.,  260  Fed.  3.33;  United  States  v.  Surprise 
Store.  T.  D.  1864;  United  States  v.  Acorn  Roofing  Co.,  204  Fed.  157. 
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tax.  If  the  failure  is  willful,  however,  or  an  attempt  is  made 
to  defeat  or  evade  the  tax,  the  offender  is  liable  to  imprison- 
ment and  to  a  fine  of  not  more  than  $10,000  and  costs.  See 
also  the  Act  of  July  5,  1884.  In  addition  to  these  specific 
penalties  ad  valorem  penalties  are  imposed  in  various  cases. 
An  ad  valorem  penalty  is  assessed  and  collected  as  a  part 
of  the  tax,  while  a  specific  penalty  is  recoverable  only  by 
§uit.  See  section  250  of  the  statute  and  articles  1004,  1005 
and  1006."* 

For  a  false  oath  to  an  income  tax  return  a  taxpayer  may 
be  indicted  for  perjury  under  section  125  of  the  Criminal 
Code  of  the  United  States.' 

§276.  Preparation  and  correction  of  returns  by  Commis- 
sioner or  collector. — If  any  person  fails  to  make  and  file  a 
return  at  the  time  prescribed  by  law  or  by  regulation  made 
under  authority  of  law,  or  makes,  willfully  or  otherwise,  a 
false  or  fraudulent  return,  the  collector  or  deputy  collector 
shall  make  the  return  from  his  own  knowledge  and  from 
such  information  as  he  can  obtain  through  testimony  or 
otherwise.  In  any  such  case  the  Commissioner  may,  from 
his  own  knowledge  and  from  such  information  as  he  can 
obtain  through  testimony  or  otherwise,  make  a  return  or 
amend  any  return  made  by  a  collector  or  deputy  collector. 
Any  return  so  made  and  subscribed  by  the  Commissioner, 
or  by  a  collector  or  deputy  collector  and  approved  by  the 
Commissioner,  shall  be  prima  facie  good  and  sufficient  for  all 
legal  purposes.' 

Every  person  liable  to  the  tax,  or  for  the  collection  thereof, 
shall  keep  such  records  and  render  under  oath  such  state- 
ments and  returns  and  shall  comply  with  such  regulations 
as  the  Commissioner  may  from  time  to  time  prescribe. 
Whenever  in  the  judgment  of  the  Commissioner  necessary 
he  may  require  any  person,  by  notice  served  upon  him,  to 

«  Reg.  45,  Art.  1041. 

«  TTnlted  States  v.  Benowltz,  T.   D.  2952,   Nov.  19,  1919. 

•  R.  S.,  Sec.  .^176,  as  amended  by  R.  A.  1918,  Sec.  1317.  Cf.  T.  D.  1634,  Aug. 
21,  1909.  Cf.  Ellot  Nat.  Bank  v.  Gill,  210  Fed.  933;  Nat.  Bank  of  Commerce 
r.  Allen,  223  Fed.  472;  United  States  v.  NasbTllle,  C.  &{  St.  L.  Ry.,  240  Fed.  078; 
Camp  Bird  v.  Ilowbert,  248  U.  S.  590. 
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make  a  return  or  such  statements  as  he  deems  sufficient  to 
show  whether  or  not  such  person  is  liable  to  tax.  The  Com- 
missioner, for  the  purpose  of  ascertaining  the  correctness 
of  any  return  or  for  the  purpose  of  making  a  return  where 
none  has  been  made,  is  hereby  authorized,  by  any  revenue 
agent  or.  inspector  designated  by  him  for  that  purpose,  to 
examine  any  books,  papers,  records  or  memoranda  bearing 
upon  the  matters  required  to  be  included  in  the  return,  and 
may  require  the  attendance  of  the  person  rendering  the  re- 
turn  or  of  any  officer  or  employee  of  such  person,  or  the  at- 
tendance of  any  other  person  having  knowledge  in  the  prem- 
ises, and  may  take  his  testimony  with  reference  to  the  mat- 
ter required  by  law  to  be  included  in  such  return,  with  power 
to  administer  oaths  to  such  person  or  persons/ 

"In  collecting  the  income  and  war  profits  and  excess  profits 
taxes  the  Commissioner  has  the  benefit  of  all  existing  in- 
ternal revenue  laws.  In  aid  of  the  enforcement  of  the  stat- 
ute the  Commissioner  may  require  any  person  to  keep  speci- 
fied records,  to  render  returns  and  statements  as  directed, 
to  submit  himself  and  his  books  to  examination,  and  to 
comply  with  such  regulations  as  may  be  prescribed.  Section 
3165  of  the  Revised  Statutes,  as  amended  by  section  1317 
of  the  Revenue  Act  of  1918,  provides : 

'Section  3165.  Every  collector,  deputy  collector,  internal 
revenue  agent,  and  internal-revenue  officer  assigned  to  duty 
under  an  internal-revenue  agent,  is  authorized  to  administer 
oaths  and  to  take  evidence  touching  any  part  of  the  admin- 
istration of  the  internal-revenue  laws  with  which  he  is 
charged,  or  where  such  oaths  or  evidence  are  authorized  by 
law  or  regulation  authorized  by  law  to  be  taken.' 

"See  also  sections  228,  250  and  1318  of  the  statute  and 
articles  451  and  1002."* 

If  any  person  is  summoned  to  appear,  to  testify,  or  to 
produce  books,  papers  or  other  data,  the  District  Court  of 
the  United  States  for  the  district  in  which  such  person  re- 
sides shall  have  jurisdiction  by  appropriate  process  to  com- 

T  R.  A.  1018,  Sec.  1305.  Cf.  T.  D.  1617,  Apr.  19,  1910. 
•  Reg.  45.  Art.  IHl. 
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pel  such  attendance,  testimony  or  production  of  books, 
papers  or  other  data/ 

If  the  collector  or  deputy  collector  has  reason  to  believe 
that  the  amount  of  any  income  returned  is  understated,  he 
shall  give  due  notice  to  the  taxpayer  making  the  return  to 
show  cause  why  the  amount  of  the  return  should  not  be 
increased,  and  upon  proof  of  the  amount  understated,  may 
increase  the  same  accordingly.  Such  taxpayer  may  furnish 
sworn  testimony  to  prove  any  relevant  facts  and  if  dissatis- 
fied with  the  decision  of  the  collector  may  appeal  to  the 
Commissioner  for  his  decision,  as  indicated  in  §284/ 

"If  a  collector  suspects  that  the  amount  of  any  income  is 
understated  in  a  return,  he  may  on  his  own  initiative  take 
up  the  matter  with  the  taxpayer  and  upon  being  satisfied 
that  the  amount  was  understated  may  increase  it  accord- 
ingly, subject  to  the  right  of  the  taxpayer  to  appeal  to  the 
Commissioner.  The  Commissioner,  however,  without  the 
intervention  of  the  collector  may  exercise  original  jurisdic- 
tion in  cases  of  understatements  or  other  errors  in  returns, 
in  which  event  sections  250  and  1305  of  the  statute  and  sec- 
tion 3176  of  the  Revised  Statutes,  as  amended  by  section 
1317  of  the  statute,  are  applicable  instead  of  section  228. 
See  articles  1002,  1005  and  1711.  Section  3172  of  the  Re- 
vised Statutes,  as  amended  by  section  1317  of  the  Revenue 
Act  of  1918,  provides : 

'Sec.  3172.  Every  collector  shall,  from  time  to  time,  cause 
his  deputies  to  proceed  through  every  part  of  his  district 
and  inquire  after  and  concerning  all  persons  therein  who 
are  liable  to  pay  any  internal-revenue  tax,  and  all  persons 
owning  or  having  the  care  and  management  of  any  objects 
liable  to  pay  any  tax,  and  to  make  a  list  of  such  persons  and 
enumerate  said  objects.' 

"See  also  section  3173  of  the  Revised  Statutes  as  amended 
by  section  1317  of  the  Revenue  Act  of  1918.''* 

•  R.  A.  19ia  Sec.  181& 
^  R   A.  1918   Bcc»  ?^ 

•  Reg.  46,  Art  4S1.  '  See  Calklnt  ▼.   SmleUnka.  240  Fed.  188  (R.  A.  1916). 
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§277.  Legal  proceedings  to  collect  tax. — Except  in  the  case 
of  false  and  fraudulent  returns  with  intent  to  evade  the  tax, 
the  amount  of  tax  due  under  any  return  shall  be  determined 
and  assessed  by  the  Commissioner  within  five  years  after 
the  return  was  due  or  was  made,  and  no  suit  or  proceeding 
for  the  collection  of  any  tax  shall  be  begun  after  the  ex- 
piration of  five  years  after  the  date  when  the  return  was 
due  or  was  made.  In  the  case  of  such  false  or  fraudulent 
returns,  the  amount  of  tax  due  may  be  determined  at  any 
time  after  the  return  is  filed,  and  the  tax  may  be  collected 
at  any  time  after  it  becomes  due." 

The  district  courts  of  the  United  States  at  the  instance  of 
the  United  States  are  invested  with  such  jurisdiction  to 
make  and  issue,  both  in  actions  at  law  and  suits  in  equity, 
writs  and  orders  of  injunction,  and  of  ne  exeat  republica, 
orders  appointing  receivers,  and  such  other  orders  and  pro- 
cess, and  to  render  such  judgments  and  decrees,  granting  in 
proper  cases  both  legal  and  equitable  relief  together,  as 
may  be  necessary  or  appropriate  for  the  enforcement  of 
the  provisions  of  the  statute.  The  remedies  provided  are  in 
addition  to  and  not  exclusive  of  any  and  all  other  remedies 
of  the  United  States  in  such  courts  or  otherwise  to  enforce 
such  provisions.* 

"Taxes,  fines,  penalties  and  forfeitures  may  be  sued  for 
and  recovered  in  the  name  of  the  United  States  in  the  dis- 
trict courts  of  the  United  States.  Suits  for  the  collection  of 
taxes  may  be  brought  at  any  time  within  five  years  after 
the  return  was  due  or  was  made,  whether  the  taxes  have 
been  assessed,  or  are  assessable,  or  not.  In  the  case  of  false 
or  fraudulent  returns  with  intent  to  evade  the  tax  no  statute 
of  limitations  runs  against  the  Government.  Section  3164 
of  the  Revised  Statutes,  as  amended  by  section  1317  of  the 
Revenue  Act  of  1918,  provides : 

»  R.  A.  1919.  Sec.  2S0(d).  Cf.  T.  D.  1615.  Apr.  15,  1910;  T.  D.  1740,  Dec.  5, 
1011.  Cf.  United  States  v.  MiDneapolia  Threshing  Machine  Co.,  220  Fed.  lOlU 
(R.  A.  1909) ;  United  States  v.  Grand  Rapids  &  I.  Ry.  Co.,  239  Fed.  153  (R.  A. 
1909);  United  States  v.  Nashville,  C.  &  St.  L.  Ry..  249  Fed.  678  (R.  A.  1909); 
Eliot  Nat,  Bank  v.  Gill,  210  Fed.  933,  218  Fed.  600  (R.  A.  1909);  N.  Y.  LIfo 
Ins.  Co.  V.  Anderson,  257  Fed,  576  (R.  A.  IJKM)) ;  Woods  v.  Lewellyn.  2.'»2  Fvd. 
106  (R.  A.  1918). 

*  R.  A.  1918,  Sec.  1318. 
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'Sec.  3164.  It  shall  be  the  duty  of  every  collector  of  in- 
ternal revenue  having  knowledge  of  any  willful  violation 
of  any  law  of  the  United  States  relating  to  the  revenue,  with- 
in thirty  days  after  coming  into  possession  of  such  knowl- 
edge, to  file  with  the  district  attorney  of  the  district  in 
which  any  fine,  penalty,  or  forfeiture  may  be  incurred,  a 
statement  of  all  the  facts  and  circumstances  of  the  case 
within  his  knowledge,  together  with  the  names  of  the  wit- 
nesses, setting  forth  the  provisions  of  law  believed  to  be  so 
\iolated  on  which  reliance  may  be  had  for  condemnation  or 
conviction.' 

"However,  no  suit  for  the  recovery  of  unpaid  taxes  or  of 
any  fine,  penalty  or  forfeiture  shall  be  commenced  until  the 
collector  shall  have  submitted  to  the  Commissioner  a  full 
report  of  all  material  facts  and  circumstances  in  the  case 
and  shall  have  received  from  him  express  authority  to  pro- 
ceed. See  sections  3212-3216  of  the  Revised  Statutes,  and 
also  Regulations  No.  2  (revised)  and  Regulations  No.  12 
(revised)."* 

"If  any  person  liable  to  pay  any  taxes  neglects  or  refuses 
to  pay  them  within  ten  days  after  notice  on  demand,  it 
shall  be  lawful  for  the  collector  or  his  deputy  to  collect  such 
taxes  with  five  per  cent  additional  and  interest  at  twelve 
per  cent  per  annum  by  distraint  and  sale  of  the  goods,  chat- 
tels or  effects,  including  stocks,  securities  and  evidences  of 
debt,  of  the  person  delinquent.  When  goods,  chattels  or 
effects  sufficient  to  satisfy  the  taxes  imposed  upon  any  per- 
son are  not  found  by  the  collector  or  deputy  collector,  he  is 
authorized  to  collect  such  taxes  by  seizure  and  sale  of  real 
estate.  See  further  sections  3186  (as  amended  by  the  Act 
of  March  4,  1913),  3187-3196,  3197  (as  amended  by  the  Act 
of  March  1,  1879),  3198-3202,  3203  (as  amended  by  the  Act 
of  March  1,  1879),  3204-3207,  3208  (as  amended  by  the  Act 
of  March  1,  1879)  and  3209  of  the  Revised  Statutes  and 
Regulations  No.  12.  (revised) .  Distraint  may  also  be  used 
against  a  delinquent  collector.  See  section  3217  of  the  Re- 
vised Statutes."* 

»  Reir.  45,  Art.  1008.     Cf.  T.  D.  1605.  March  25,  1910;  T.  D.  1848.  May  1.  10i:i. 
•  Reff.  46,  Art,  1009.  Cf.  T.  D.  1521.  July  26»  1909;  T.  D.  1654,  Sept.  16,  1910; 
T.  D.  2511,  July  12,  1917. 
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''In  any  case  where  there  has  been  failure  to  pay  the  tax 
and  it  has  become  necessary  to  seize  and  sell  real  estate 
to  satisfy  it,  a  bill  in  equity  may  be  filed  in  a  district  court 
of  the  United  States  to  enforce  the  lien  of  the  United  States 
for  tax  upon  any  real  estate  in  which  the  delinquent  has 
any  right,  title  or  interest.  This  remedy  does  not  supersede 
distraint,  but  is  cumulative.  In  the  event  of  nonpayment  of 
a  tax  after  demand  it  becomes  a  lien  in  favor  of  the  United 
States  from  the  time  when  the  assessment  list  was  received 
by  the  collector  upon  all  property  and  rights  to  property 
belonging  to  the  taxpayer,  except  that  the  lien  is  not  valid 
as  against  any  mortgagee,  purchaser  or  judgment  creditor 
until  notice  thereof  is  filed  in  the  proper  public  office  or 
offices  on  form  668.  See  section  3186  (as  amended  by  the 
Act  of  March  4,  1913)  and  3207  of  the  Revised  Statutes  and 
Regulations  No.  12  (revised)."' 

§278.  Compromise  of  tax  cases. — "The  Conmiissioner,  with 
the  advice  and  consent  of  the  Secretary  of  the  Treasury, 
may  compromise  any  civil  or  criminal  case  arising  under  the 
internal  revenue  laws  instead  of  commencing  suit  thereon, 
and  with  the  advice  and  consent  of  the  Secretary  and  the 
recommendation  of  the  Attorney  General  may  compromise 
any  such  case  after  suit  thereon  has  been  commenced  by  the 
United  States.  Accordingly,  the  power  to  compromise  ex- 
tends to  (a)  both  civil  and  criminal  cases ;  (b)  cases  whether 
before  or  after  suit ;  and  (c)  both  taxes  and  penalties.  Re- 
funds can  not  be  made  of  accepted  offers  in  compromise  in 
cases  where  it  is  subsequently  ascertained  that  no  violation 
of  law  was  involved.  See  further  sections  3229  and  2469,  and 
sections  5292  and  5293  (as  amended  by  the  Act  of  February 
27,  1877)   of  the  Revised  Statutes."' 

"I  have  had  under  careful  consideration  for  some  time 
a  request  from  your  predecessor  for  an  opinion  as  to  the 
power  of  the  Commissioner  of  Internal  Revenue,  with  the 


»  Reg.  45.  Art.  1010.     See  T.  D.  1841,  Mflrch  18    1913. 

•  Reg.  46,  Art.  lOlL  See  Rau  v.  United  States.  200  Fed.  131  (R.  A.  1917).  C?f 
T.  D.  1692,  Apr.  20.  1911;  T.  D.  1698,  May  23.  1911:  T.  D.  1701,  May  27,  1911;  T.  D 
1720,  Aug.  11,  1911;  T.  D.  1796,  Sept.  10.  1912;  T.  D.  2015,  Aug.  18.  1914;  T.  D 
2176.  March  12,  1915;  T.  D.  2193.  AprU  24,  1916;  T.  D.  2811,  Marcb  23.  1916 
T.  D.  2349,  July  24,  1916. 
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advice  and  consent  of  the  Secretary  of  the  Treasury,  to  com- 
promise claims  for  certain  penalties  arising  under  the  in- 
come tax  laws.    The  specific  claims  mentioned  are: 

"(1)  Claims  for  amounts  50  per  cent  in  addition  to 
amounts  of  income  and  excess  profits  taxes  assessed  under 
authority  of  section  3176  of  Revised  Statutes,  as  amended 
by  section  16  of  the  Act  of  September  8, 1916,  and  of  section 
212  of  the  Act  of  October  3, 1917,  in  cases  of  failure  to  make 
and  file  returns  or  lists  within  the  time  prescribed  by  law  or 
by  the  collector; 

"(2)  Claims  for  amounts  100  per  cent  in  addition  to 
amounts  of  income  and  excess  profits  taxes  assessed  under 
authority  of  said  sections  in  cases  of  false  or  fraudulent 
returns  or  lists  wilfully  made ;  and 

"(3)  Claims  for  sums  of  5  per  cent  on  amounts  of  income 
and  excess  profits  taxes  not  paid  when  due  and  interest  at 
the  rate  of  1  per  cent  per  month  on  said  taxes,  the  collec- 
tion of  which  is  authorized  by  sections  9(a)  and  14(a)  of  the 
Act  of  September  8, 1916,  and  section  212  of  the  Act  of  Oc- 
tober 8,  1917. 

"The  exact  question  submitted  is  whether,  under  the  au- 
thority of  section  3229  of  Revised  Statutes,  the  Ck)mmis- 
sioner  of  Internal  Revenue  is  authorized  to  compromise  these 
penalties  in  cases  in  which  there  is  no  doubt  as  to  the  legal 
liability  of  the  taxpayer  or  as  to  the  collectibility  of  the 
claim,  but  in  which,  in  the  opinion  of  the  Secretary  of  the 
Treasury  and  that  of  the  Commissioner,  considerations  of 
justice,  equity,  and  public  policy  warrant  a  reduction  of  the 
amounts  to  be  collected  on  the  ground  that  the  statutory 
amounts  are  in  the  nature  of  penalties  for  delinquencies,  and 
that,  though  such  amounts  are  technically  due  and  are  col- 
lectible, the  collection  of  them  inflicts  punishment  which  is 
unduly  severe  in  view  of  the  culpability. 

''Section  3229  of  the  Revised  Statutes  is  as  follows : 

"  'The  Commissioner  of  Internal  Revenue  with  the  advice 
and  consent  of  the  Secretary  of  the  Treasury,  may  compro- 
mise any  civil  or  criminal  case  arising  under  the  internal 
revenue  laws  instead  of  commencing  suit;  and,  with  the  ad- 
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vice  and  consemt  of  the  said  Secretary  and  the  recommenda- 
tion of  the  Attorney  General,  he  may  compromise  any  such 
case  after  a  suit  thereon  has  been  commenced.  Whenever 
a  compromise  is  made  in  any  case  there  shall  be  placed  on 
file  in  the  office  of  the  Commissioner  the  opinion  of  the 
Solicitor  of  Internal  Revenue,  or  of  the  officer  acting  as 
such,  with  his  reasons  therefor,  with  a  statement  of  the 
amount  of  tax  assessed,  the  amount  of  additional  tax  or 
penalty  imposed  by  law  in  consequence  of  the  neglect  or 
delinquency  of  the  person  against  whom  the  tax  is  assessed, 
and  the  amount  actually  paid  in  accordance  with  the  terms 
of  the  compromise/ 

"It  will  be  observed  that  the  power  to  compromise  is  given 
in  very  broad  and  general  terms.  Congress  has  not  seen  fit 
to  specify  the  considerations  which  shall  control  the  Com- 
missioner in  determining  whether  a  case  ought  or  ought  not 
to  be  compromised  instead  of  commencing  suit,  nor  to  place 
any  limitation  upon  this  exercise  of  power,  except  that  his 
action  shall  be  with  the  advice  and  consent  of  the  Secretary 
of  the  Treasury.  After  suit  is  commenced  the  power  is  to 
be  exercised  only  with  the  advice  and  consent  of  the  Secre- 
tary of  the  Treasury  and  the  recommendation  of  the  At- 
torney General. 

"The  act  of  Congress  which,  somewhat  condensed  and 
shortened,  was  carried  into  the  Revised  Statutes  as  section 
3229  was  section  102  of  the  Act  of  June  20,  1868  (15  Stat. 
125,  166) .  That  act  conferred  the  power  to  compromise  in 
all  cases  arising  under  the  internal  revenue  laws  where,  in- 
stead of  commencing  or  proceeding  with  a  suit,  *it  may  ap- 
pear to  the  Commissioner  of  Internal  Revenue  to  be  for  the 
interest  of  the  United  States  to  compromise  the  same.'  The 
language  just  quoted  was  omitted  from  section  3229.  It 
will  be  seen,  therefore,  that  the  original  act  authorized  a 
compromise  whenever,  in  the  opinion  of  the  Commissioner 
of  Internal  Revenue  it  was  'for  the  interest  of  the  United 
States.'  These  words  were  by  way  of  limitation  upon  his 
power.  Their  omission  from  section  3229,  therefore,  can 
not  be  said  to  render  the  power  more  restricted  than  it  was 
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under  the  original  act.  Certainly,  then,  section  3229  can 
not  be  given  a  narrower  meaning  than  to  say  that  the  power 
is  conferred  to  make  any  compromise  which  in  the  opinion  of 
the  Commissioner,  acting  with  the  advice  and  consent  of 
the  Secretary  of  the  Treasury,  and,  in  the  event  suit  has 
been  commenced,  upon  the  recommendation  of  the  Attorney 
General,  will  be  for  the  interest  of  the  United  States.  The 
fact  that  the  act  applies  to  both  civil  and  criminal  cases,  and 
the  further  fact  that  when  a  compromise  is  made  there 
shall  be  placed  on  file  the  opinion  of  the  Solicitor  of  Internal 
Revenue  stating  the  reasons  for  the  compromise,  the  amount 
of  tax  assessed,  the  amount  of  additional  tax  or  penalty 
imposed,  and  the  amount  actually  paid,  make  it  plain  that 
whatever  power  to  compromise  is  given  extends  to  penalties, 
such  as  those  mentioned  in  the  request  for  this  opinion. 

"Opinions  of  my  predecessors  touching  the  nature  and  ex- 
tent of  the  power  of  the  Commissioner  to  make  compromises 
are  more  or  less  conflicting  and  it  will  not,  I  think,  serve 
any  useful  purpose  to  review  and  attempt  to  reconcile  them. 
I  have  given  them,  as  well  as  all  decisions  of  the  court's  bear- 
ing in  any  way  on  the  question,  careful  consideration  and 
will  content  myself  with  stating  my  conclusions. 

"Your  request  does  not  relate  to  compromises  of  taxes, 
but  only  to  penalties  and  interest  imposed  on  account  of 
delinquencies  of  the  taxpayer.  I  shall  accordingly  confine 
my  opinion  to  penalties  and  interest. 

"It  seems  clear  that  Congress  has  left  it  to  the  judgment 
and  discretion  of  the  Commissioner  to  determine  when  it 
is  to  the  interest  of  the  United  States  to  compromise  such 
claims  instead  of  commencing  or  prosecuting  suits  therefor, 
and  that  the  only  limitation  placed  upon  the  exercise  of  this 
judgment  and  discretion  is  that  his  action  shall  be  with 
the  advice  and  consent  of  the  cabinet  officers  mentioned  in 
the  statute.  And  I  am  of  the  opinion  that,  subject  to  this 
limitation,  he  has  the  power  to  compromise  the  penalties  and 
interest  mentioned  in  the  request  for  his  opinion  whenever, 
in  his  judgment,  such  compromises  are  for  the  interest  of 
the  United  States.    Congress  has  not  said  that  such  com- 
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promises  may  be  made  only  when  in  the  judgment  of  the 
Commissioner  more  money  can  thereby  be  realized  than 
can  be  realized  by  commencing  and  prosecuting  a  suit.  It 
cannot  be  said,  therefore,  as  a  matter  of  law,  that  the  power 
to  compromise  is  limited  to  cases  in  which  either  the  liability 
for  the  penalty  or  the  collectibility  of  the  claim  is  doubtful. 
In  these  matters  I  think  the  judgment  of  the  Commissioner 
as  to  what  is  for  the  interest  of  the  United  States  is  made 
conclusive.  What  considerations  shall  control  are  fixed  by 
no  rule  of  law,  but  depend  upon  his  own  discretion  and  sound 
judgment  exercised  in  good  faith.  It  may  be  that  with  re- 
spect to  the  amount  of  tax  to  be  collected,  or  the  amount  of 
penalty  resulting  from  wilful  fraud,  the  Commissioner  may 
never  find  a  case  in  which  he  will  feel  justified  in  accepting 
less  than  can  be  legally  collected,  whereas  in  cases  of  penat 
ties  resulting  from  accident,  negligence,  or  technical  omis- 
sion, he  may  honestly  believe  that  the  interests  of  the 
United  States  will  be  best  served  by  accepting  less  than 
the  full  penalty.  In  such  cases,  I  am  of  opinion  that  he  has 
the  right  to  compromise  upon  any  ground  which,  in  his  judg- 
ment, renders  the  compromise  for  the  interest  of  the  United 
States.''* 

•  Opinion  of  Attorney  General,  June  8,  1919. 
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Claims  for  Abatement,  Credit  and  Refund  of 

Taxes 

§281.  Claims  for  abatement* — ''Authority  for  the  credit, 
refund  and  abatement  of  taxes  erroneously  collected  or  as- 
sessed is  contained  in  section  252  of  the  statute  and  in 
section  3220  of  the  Revised  Statutes,  as  amended  by  section 
1316  of  the  Revenue  Act  of  1918,  which  provides: 

'Sec.  3220.  The  Commissioner  of  Internal  Revenue,  sub- 
ject to  regulations  prescribed  by  the  Secretary  of  the  Treas- 
ury, is  authorized  to  remit,  refund,  and  pay  back  all  taxes 
erroneously  or  illegally  assessed  or  collected,  all  penalties 
collected  without  authority,  and  all  taxes  that  appear  to  be 
unjustly  assessed  or  excessive  in  amount,  or  in  any  manner 
wrongfuUy  collected;  also  to  repay  to  any  collector  or  dep- 
uty collector  the  full  amount  of  such  sums  of  money  as  may 
be  recovered  against  him  in  any  court,  for  any  internal  rev- 
enue taxes  collected  by  him,  with  the  cost  and  expenses  of 
suit;  also  all  damages  and  costs  recovered  against  any  as- 
sessor, assistant  assessor,  collector,  deputy  collector,  agent, 
or  inspector,  in  any  suit  brought  against  him  by  reason  of 
anything  done  in  the  due  performance  of  his  official  duty, 
and  shall  make  report  to  Congress  at  the  beginning  of  each 
regular  session  of  Congress  of  all  transactions  under  this 
section/ 

"Section  3225  of  the  Revised  Statutes,  as  amended  by 
section  1316  of  the  Revenue  Act  of  1918,  however,  provides: 

'Sec.  3225.  When  a  second  assessment  is  made  in  case  of 
any  list,  statement  or  return,  which  in  the  opinion  of  the 
collector  or  deputy  collector  was  false  or  fraudulent,  or 
contained  any  understatement  or  undervaluation,  such  as- 
sessment shall  not  be  remitted,  nor  shall  taxes  collected 
under  such  assessment  be  refunded,  or  paid  back,  or  recov- 
ered by  any  suit,  unless  it  is  proved  that  such  list,  statement 
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or  return  was  not  willfully  false  or  fraudulent  and  did  not 
contain  any  willful  understatement  or  undervaluation.' 

"Authority  for  the  abatement  of  uncollectible  taxes  due 
from  persons  absconded  or  insolvent  is  contained  in  section 
3218  of  the  Revised  Statutes.  These  provisions  apply  to  the 
income  and  war  profits  and  excess  profits  taxes  imposed  by 
the  present  statute  and  also  to  the  excise  tax  under  the 
Act  of  1909,  the  income  tax  under  the  Acts  of  1913  and  1916, 
and  the  income  and  excess  profits  taxes  under  the  Act  of 
1917."^ 

"Claims  by  the  taxpayer  for  the  abatement  of  taxes  or 
penalties  erroneously  or  illegally  assessed  or  abatable  under 
remedial  acts  shall  be  made  on  form  47.  They  must  be  sus- 
tained by  the  affidavits  of  the  parties  against  whom  the 
taxes  were  assessed,  or  of  other  parties  cognizant  of  the 
facts.  When  a  tax  has  been  assessed  and  turned  over  to 
the  collector,  the  presumption  is  that  the  assessment  is  cor- 
rect. The  burden  of  proof  in  rebutting  the  presumption 
and  showing  that  it  was  improperly  or  illegally  assessed, 
or  that  relief  should  be  given  under  a  remedial  statute,  rests 
upon  the  applicant  for  abatement.  The  affidavits  must  there- 
fore contain  full  and  explicit  statements  of  all  the  material 
facts  relating  to  the  claim  in  support  of  which  they  are 
offered  and  to  the  proper  consideration  of  which  they  are 
essential.  The  legality  of  the  claim  is  to  be  determined  by 
the  Commissioner  upon  the  facts  presented  by  the  affidavits. 
The  filing  of  a  claim  for  abatement  does  not  necessarily  op- 
erate as  a  suspension  of  the  collection  of  the  tax  or  make  it 
any  less  the  duty  of  the  collector  to  exercise  due  diligence 
to  prevent  the  collection  of  the  tax  being  jeopardized.  He 
should,  if  he  considers  it  necessary,  collect  the  tax  and  leave 
the  taxpayer  to  his  remedy  by  a  claim  for  refund.  See 
further  Regulations  No.  14  (revised) .  A  collector  may  him- 
self present  once  a  month  a  blanket  claim  on  form  47  for  the 
abatement  of  taxes  coming  within  certain  classes  of  taxes 
erroneously  assessed."' 

1  lleg.  45,  Art.  1031.  Cf.  T.  D.  1&H8,  March  11,  1913;  T.  D.  2375,  Sept.  30,  1016; 
Camp  Bird  v.  Howbert,  248  U.  S.  500;  N.  W.  Mutual  Life  Insurance  Co.  v. 
Fink,  248  Fed.  6«8,  577. 

«  Bear.  45,  Art.  1032.     Cf.  T.  D.  2654,  Feb.  19,  1918;  T.  D.  2698,  Apr.  16,  1918. 
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"When  a  tax  is  found  to  be  uncollectible,  the  collector  or 
deputy  collector  who  made  the  demand  for  payment  and  is 
conversant  with  the  facts  may  prepare  a  claim  for  abate- 
ment on  form  5rj.  See  Regulations  No.  14  (revised).  Al- 
though credits  allowed  on  account  of  insolvency  or  abscond- 
insr  release  the  collector  from  the  obligation  created  by  his 
receipt  for  the  amount  credited,  the  obligation  to  pay  still 
remains  upon  the  person  assessed.  It  is  the  duty  of  the 
collector  to  use  the  same  diligence  to  collect  a  tax  after  it 
has  been  abated  as  uncollectible  as  before  abatement.  Col- 
lectors should  therefore  keep  a  record  of  aU  taxes  thus  cred- 
ited and  of  the  persons  from  whom  they  are  due,  and  should 
enforce  payment  whenever  it  is  in  their  power  to  do  so."* 

See  further  §283. 

§282.  Claims  for  credit. — ^If ,  upon  examination  of  any  re- 
turn of  income  made  pursuant  to  the  present  statute,  the 
Revenue  Act  of  1909,  the  Revenue  Act  of  1913,  the  Revenue 
Act  of  1916,  as  amended,  or  the  Revenue  Act  of  1917,  it 
appears  that  an  amount  of  income,  war  profits  or  excess 
profits  tax  has  been  paid  in  excess  of  that  properly  due,  then 
the  amount  of  the  excess  shall  be  credited  against  any  in- 
come, war  profits  or  excess  profits  taxes,  or  installment 
thereof,  then  due  from  the  taxpayer  under  any  other  re- 
turn, and  any  balance  of  such  excess  shall  be  immediately 
refunded  to  the  taxpayer.  No  such  credit  or  refund  shall 
be  allowed  or  made,  however,  after  five  years  from  the  date 
when  the  return  was  due,  unless  before  the  expiration  of 
such  five  years  a  claim  therefor  is  filed  by  the  taxpayer.* 

"Any  amount  of  income,  war  profits  or  excess  profits  tax 
paid  in  excess  of  that  properly  due  shall  be  credited  against 
any  such  taxes  due  from  the  taxpayer  under  any  other  re- 
turn. To  obtain  such  credit  the  taxpayer  should  proceed 
as  follows: 

"(1)  Where  the  credit  demanded  is  equal  to  or  less  than 
any  outstanding  assessment  of  tax,  a  taxpayer  desiring  to 
obtain  such  credit  shall  file  with  the  collector  for  the  dis- 


«  Rojr.  45.  Art.  1033. 

*n.  A.  1918.  See.  252.     Cf.  T.  D.  2063.  March  8.  1018. 
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trict  in  which  his  original  return  was  filed  a  claim  on  form 
47A,  which  shall  be  sworn  to  and  shall  contain  the  follow- 
ing statements:  (a)  business  engaged  in  by  claimant;  (b) 
character  of  assessment;  (c)  amount  of  tax  paid  and  for 
what  taxable  year;  (d)  portion  of  tax  under  (c)  claimed  as 
a  credit;  (e)  unpaid  assessment  against  which  credit  is 
asked  and  for  what  taxable  year;  and  (/)  all  facts  regard- 
ing the  overpajonent. 

''  (2)  Where  the  amount  claimed  as  a  credit  is  greater  than 
the  outstanding  assessment  of  tax,  a  taxpayer  desiring  to 
obtain  such  credit  and  the  refund  to  which  he  is  entitled 
shall  file,  in  addition  to  the  claim  for  credit  required  to  be 
made  on  form  47A  for  the  amount  of  the  outstanding  as- 
sessment, a  claim  for  refund  of  the  overpasonent  in  excess  of 
the  credit.  See  article  1036.  This  claim  for  refund  may  be 
attached  to  the  claim  for  credit  or  it  may  be  separately  filed 
with  the  Commissioner.  All  the  facts  regarding  the  total 
overpayment  should  be  stated  in  the  claim  for  refund  and  a 
reference  made  to  such  claim  in  the  claim  for  credit."* 

"Upon  receipt  of  a  claim  for  credit  on  form  47A  the  col- 
lector shall  certify  thereon  the  required  information  con- 
cerning all  outstanding  assessments  and  pajonents  covered 
thereby  and  shall  note  on  his  records  that  a  claim  for  credit 
has  been  filed.  He  shall  thereupon  transmit  the  claim  to  the 
Commissioner.  Due  notice  will  be  given  the  collector  and 
the  taxpayer  of  the  action  taken  on  the  claim.  A  schedule 
of  credit  claims  on  form  7220A  will  be  transmitted  to  the 
collector  once  a  month  and  formal  credit  shall  be  taken  by 
the  collector  at  that  time.  If  a  claim  is  allowed  against 
additional  taxes  due  for  other  years,  but  such  other  taxes 
have  not  yet  been  assessed,  only  the  amount  of  the  excess  of 
such  taxes  over  the  overpayment  shall  be  assessed,  or  the 
excess  of  the  overpajonent  over  such  other  taxes  due  shall 
be  refunded,  as  the  case  may  be.  A  taxpayer  desiring  to 
convert  a  claim  for  refund  previously  filed  into  a  claim  for 
credit  may  file  with  the  collector  a  daim  on  form  47 A,  re- 
ferring in  it  to  such  claim  for  refund.    Upon  its  receipt  by 

•  Reg.  45,  Art.  1004. 
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the  Commissioner  the  claim  for  credit  will  be  attached  to 
the  claim  for  the  refund  and  will  be  adjusted  in  the  same 
manner  as  if  the  taxpayer  had  originally  filed  the  claim  for 
credit.  The  effective  date  of  filing  of  the  claim  for  credit 
shall  be  the  actual  date  of  filing  such  claim  with  the  collector. 
The  filing  of  a  claim  for  credit  against  a  tax  due  under  an- 
other return  shall  be  subject  to  the  same  rules  with  respect 
to  the  addition  of  interest  and  penalties  as  if  the  taxpayer 
had  filed  a  claim  for  abatement  of  the  tax  against  which 
credit  is  desired.    See  articles  1003  and  1006."* 

§283.  Claims  for  refund. — "Claims  by  the  taxpayer  for 
the  refunding  of  taxes  and  penalties  erroneously  or  illegally 
collected  shall  be  made  on  form  46.  In  this  case,  as  in  that 
of  claims  for  abatement,  the  burden  of  proof  rests  upon  the 
claimant.  All  the  facts  relied  upon  in  support  of  the  claim 
should  be  clearly  set  forth  under  oath.  It  should  be  ac- 
companied by  the  collector's  receipt  or  the  cancelled  check 
showing  payment  of  the  tax.  In  the  case  of  a  taxpayer's 
death,  certified  copies  of  the  letters  of  administration  or 
letters  testamentary,  or  other  similar  evidence,  should  be 
annexed  to  the  claim  to  show  the  authority  of  the  adminis- 
trator or  executor.  The  affidavit  may  be  made  by  an  agent 
of  the  person  assessed,  but  in  such  a  case  a  power  of  attor- 
ney must  accompany  the  claim.  Warrants  in  payment  of 
claims  allowed  will  be  drawn  in  the  names  of  the  persons  en- 
titled to  the  money  and  shall  unless  otherwise  directed  be 
sent  by  the  Treasurer  of  the  United  States  directly  to  the 
proper  persons  or  their  duly  authorized  attorneys  or  agents. 
See  further  Regulations  No.  1 4  (revised).  In  certain  cases  of 
overpayment  by  taxpayers  the  collector  may  repay  the  ex- 
cess after  allowance  by  the  Commissioner  of  a  claim  for 
refund  made  by  the  collector  on  form  751.  The  cases  in 
which  refund  is  made  through  collectors  are  covered  by  spe- 
cific provisions  not  herein  incorporated.    The  Commissioner 

•  Reg.  45,  Art  1035. 

811 

Digitized  by  VjOOQIC 


§283    ABATEMENT,  CREDIT  AND  REFUND  OF  TAXES 

has  no  authority  to  refund  on  equitable  grounds  penalties 
legally  collected/" 

The  "specific  provisions  not  herein  incorporated"  referred 
to  in  the  next  to  the  last  sentence  of  the  preceding  para- 
graph follow: 

"(1)  Claims  for  refund  or  abatement,  pertaining  to  tax 
returns  which  have  not  at  the  time  been  posted  to  an  as- 
sessment list,  will  be  numbered  to  agree  with,  attached  to, 
and  made  a  part  of,  the  original  return  so  that  the  total  tax 
as  posted  on  the  assessment  list  will  be  the  admitted  tax 
liability  of  the  taxpayer.  If  a  taxpayer  submits  an  amended 
return  as  a  claim  either  for  refund  or  for  abatement  before 
the  original  return  has  been  listed,  such  amended  return  will 
be  numbered  to  agree  with  and  attached  to  the  original  re- 
turn in  the  same  manner.  Similarly,  errors  or  omissions 
in  returns  discovered  by  the  collector  prior  to  the  posting 
operate  as  an  amendment  to  the  amount  of  tax  Uability 
shown  by  the  return. 

"In  other  words,  all  amendments  or  changes,  either  in- 
creasing or  decreasing  the  amount  of  tax  liability  and 
whether  originated  by  the  taxpayer  or  by  the  collector,  will 
be  reflected  on  the  face  of  the  return  itself  and  the  posting 
to  the  assessment  list  will  be  of  the  correct  amount.  In  this 
connection  attention  is  called  to  the  provisions  of  Mim.  2124. 

"  (2)  Amended  returns  showing  a  reduced  tax  liability  will 
not  be  acted  upon  by  collectors  if  the  original  return  has 
been  previously  entered  on  the  assessment  list.  All  claims 
pertaining  to  returns  which  have  been  listed  for  assessment 
must  be  submitted  on  form  46,  if  the  tax  has  been  paid,  or 
on  form  47  if  the  tax  has  not  been  paid. 

"(3)  The  following  classes  of  claims  may  be  included  on 
form  751  (if  for  refund) ,  or  blanket  form  47  (if  for  abate- 
ment). Separate  sheets  properly  designated  of  forms  751 
or  blanket  forms  47  must  be  prepared  for  returns  on  file  in 

f  Reg.  4r>,  Art.  1036,  as  amended  by  T.  D.  2871,  June  21,  1919.  The  two 
sentences  Immediately  preceding;  the  last  sentence  have  been  substituted  for  the 
following  sentence  in  the  original  article:  "In  the  case  of  mere  overpayments 
by  taxpayers  the  collector  may  repay  the  excess,  subject  to  confirmation  by  the 
Commissioner  of  a  claim  for  the  refunding  of  such  payments  made  by  the  col- 
lector on  form  761  (revised)."  Cf.  T.  D.  1860,  June  10,  1913;  T.  D.  2175. 
March  12,  1915;  T.  D.  2396,  Nov.  1,  1916;  T.  D.  2654,  Feb.  19,  1918. 

312 

Digitized  by  VjOOQIC 


CLAIMS  FOR  REFUND  §283 

the  Commissioner's  office  and  those  on  file  in  the  collector's 
office. 

"(«)  All  claims  for  refund  or  abatement  pertaining  to  form 
1040A  income  returns  for  the  calendar  year  1918  or  subse- 
quent years. 

"(b)  Errors  in  computation  (these  include  only  mistakes 
in  arithmetic). 

"(r)  Errors  in  specific  exemptions  on  income  returns. 
(These  include  such  items  as  failure  to  deduct  exemptions 
for  dependents,  the  $2,000  exemption  for  corporations,  etc.) 

"  ((0  Payments  in  excess  of  the  total  amount  of  tax  due 
as  shown  by  the  return.  (These  include  such  cases  as  a 
remittance  of  $1,500  covering  payment  of  a  tax  Uability  of 
$1,300,  etc.) 

"  (e)  Amount  previously  paid  on  submission  of  a  tentative 
income  return  in  excess  of  the  total  tax  liability  shown  by 
the  final  return. 

"(/)  Duplicate  payments  or  assessments. 

"(r/)  All  claims  for  refund  on  account  of  nonrevenue  re- 
mittances forwarded  to  the  collector  in  error  and  deposited 
by  him.  (These  include  such  items  as  State  or  municipal 
taxes  sent  to  the  collector  and  deposited  by  him  as  "unidenti- 
fied," etc.) 

"(4)  All  claims  for  refund  on  abatement  other  than  those 
enumerated  above  will  be  forwarded  to  the  Commissioner 
for  settlement.  However,  any  claim  may  be  so  forwarded 
whenever  the  collector  does  not  feel  absolutely  certain  of  the 
law,  regulations,  or  precedent  involved,  or  if  his  disbursing 
bond  is  insufficient  to  enable  him  to  procure  an  advance  on 
accountable  warrant  of  the  requisite  amount  of  funds  from 
which  to  make  payment. 

"(5)  Before  forwarding  claims  to  the  Commissioner  for 
settlement,  certification  must  be  made  on  the  claim  of  the 
account  number,  the  amount  of  tax  originally  due,  the  dates 
and  amounts  of  all  payments  or  other  transactions  affecting 
such  amount,  and  the  balance  due  as  shown  by  the  account 
on  the  list.    All  claims  of  this  nature  now  on  file  in  the 
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collector's  office  and  hereafter  as  received  should  be  certi- 
fied and  forwarded  immediately. 

"(6)  Claims  submitted  by  taxpayers  direct  to  the  Com- 
missioner will  in  future  be  referred  to  the  collector  for  this 
certificate  as  to  the  status  of  the  account  on  the  assessment 
list.  Until  so  certified  by  the  collector  such  claims  will  not 
be  settled.  When  certifying  claims  for  refund  the  collector 
will  make  a  notation  on  the  "Remarks'*  column  of  the  date 
and  amount  of  the  refund  claim,  but  no  record  will  be  made 
on  the  tax  journals  unless  a  credit  balance  exists  in  the 
taxpayer's  account.  In  this  case,  the  amount  of  the  claim 
as  certified  will  be  posted  to  the  list  and  recorded  on  the 
journal  in  the  same  manner  as  though  pajrment  were  made 
by  the  collector. 

"  (7)  In  all  cases  where  abatement  claims  are  certified  by 
the  collector,  notation  will  be  made  on  the  assessment  list 
of  the  date  on  which  the  abatement  claim  was  filed  and  the 
amount  thereof,  and  on  the  daily  journals,  form  769.  (See 
paragraph  49,  Manual  of  Revenue  Accounting.) 

"(8)  Blanket  claims  for  abatement  of  uncollectible  items, 
form  53,  may  be  filed  by  the  collector  as  heretofore.  The 
same  record  will  be  made  on  the  tax  journal  and  on  the 
assessment  list  as  in  cases  where  the  taxpayers  submit  such 
claims,  the  only  difference  being  that  in  the  first  instance 
the  claim  originates  with  the  taxpayer  instead  of  with  the 
collector.'" 

§284.  Committee  on  Appeals  and  Review. — ^The  Revenue 
Act  of  1918  created  an  Advisory  Tax  Board,  to  which  the 
Conraiissioner  might,  and  on  the  request  of  any  taxpayer 
directly  interested  was  required  to,  submit  any  question  re- 
lating to  the  interpretation  or  administration  of  the  income, 
war  profits  or  excess  profits  tax  laws.'  In  accordance  with 
the  authority  reserved  to  him  the  Commissioner  on  Oc- 
tober 1,  1919,  dissolved  the  board.  Many  of  its  functions, 
however,  have  been  taken  over  by  a  new  Conunittee  on  Ap- 
peals and  Review  constituted  of  officers  of  the  Bureau,  and 

»  T.  D.  28n,  June  21,  1919  (part).    Cf.  T.  D.  2688,  Apr.  1,  1918. 
•  R.  A.  1918,  Sec.  1301(<I). 
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it  is  fair  to  assume  that  its  practice  will  follow  to  a  consider- 
able extent  the  procedure  of  the  Advisory  Tax  Board.  The 
following  regulations,  although  referring  to  the  former 
board,  are  still,  therefore,  of  some  interest. 

^'Questions  relating  to  the  interpretation  or  administra- 
tion of  the  income  tax  and  war  profits  and  excess  profits 
tax  laws  may  be  submitted  to  the  Advisory  Tax  Board  by 
the  Commissioner  on  his  own  initiative  or  at  the  request  of 
any  taxpayer  directly  interested  for  the  purpose  of  obtain- 
ing the  recommendation  of  the  board  thereon.  When  a 
final  conclusion  has  been  reached  by  the  income  tax  unit  of 
the  Internal  Revenue  Bureau  as  to  the  disposition  of  a  mat- 
ter, any  taxpayer  directly  interested  therein  may  request  the 
Commissioner  to  submit  such  matter  to  the  board.  In  the 
case  of  matters  arising  in  connection  with  the  audit  of  a 
taxpayer's  return  the  taxi)ayer  will  ordinarily  be  notified 
of  such  conclusion  prior  to  assessment  by  letter.  The  tax- 
payer shall  file  with  the  Commissioner  (to  be  transmitted 
to  the  income  tax  unit)  a  request  in  writing  for  submis- 
sion with  a  statement  of  his  objections  to  the  conclusion  of 
the  unit  and  the  reasons  for  such  objections.  Such  request 
and  statement  shall  be  filed  with  the  Commissioner  within 
thirty  days  after  the  taxpayer  has  been  notified  of  the 
conclusion  of  the  income  tax  unit  or  within  such  longer 
period  as  the  Commissioner  may  allow,  but  the  board  may 
at  its  discretion  at  any  time  receive  additional  statements 
of  objections  or  reasons  therefor."' 

"Matters  submitted  to  the  Advisory  Tax  Board  will  ordi- 
narily be  considered  upon  the  papers,  but  a  hearing  for  oral 
presentation  of  a  case  will  be  granted  whenever  the  board 
deems  such  hearing  necessary  for  the  proper  disposition 
thereof.  Matters  will  ordinarily  be  considered  upon  the 
facts  presented  to  the  income  tax  unit.  New  evidence  will 
not  ordinarily  be  received  by  the  board,  but  matters  will  be 
recommitted  to  the  income  tax  unit  for  further  presentation 
of  facts.  Oral  or  written  evidence  may,  however,  be  received 
by  the  board  whenever  it  deems  such  action  necessary  for 

iReg.  46.  Art.   1701. 
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the  protection  of  the  Government  or  the  prevention  of  in- 
justice to  the  taxpayer.  Decisions  by  the  board  upon  mat- 
ters referred  to  it  at  the  request  of  taxpayers  will  be  trans- 
mitted to  the  Commissioner."* 

§285.  Suits  to  recover  erroneous  payments. — ''No  suit 
shall  be  maintained  in  any  court  for  the  recovery  of  any  tax 
alleged  to  have  been  erroneously  or  illegally  assessed  or 
collected,  or  of  any  penalty  claimed  to  have  been  collected 
without  authority,  until  an  appeal  by  a  claim  for  credit  or 
refund  shall  have  been  duly  made  to  the  Commissioner  and 
a  decision  of  the  Commissioner  has  been  had  therein,  unless 
such  decision  is  delayed  more  than  six  months.  The  cause 
of  action  accrues  upon  an  unfavorable  decision  by  the  Com- 
missioner or  at  the  expiration  of  six  months  after  an  appeal 
without  action  thereon,  and  no  suit  may  be  brought  after 
two  years  from  the  time  the  cause  of  action  accrued.  No 
suit  for  the  purpose  of  restraining  the  assessment  or  col- 
lection of  any  tax  shall  be  maintained  in  any  court.  "Re- 
straining" is  used  in  its  broad  popular  sense  of  hindering  or 
impeding,  as  well  as  prohibiting  or  staying,  and  the  pro- 
vision is  not  limited  in  its  application  to  suits  for  injunctive 
relief.  The  prohibition  of  such  suits  cannot  be  waived  by 
any  officer  of  the  Government.  See  sections  3224,  3225  (as 
amended  by  the  Revenue  Act  of  1918),  3226  (as  amended 
by  the  Act  of  February  27,  1877)  and  3227  of  the  Revised 
Statutes."' 

"Where  an  action  for  money  had  and  received  is  brought 
against  a  collector  of  internal  revenue  for  the  amount  of  an 
additional  tax  paid  on  net  income,  the  taxpayer  is  entitled 
to  recover  only  such  amount  as  is  in  reality  greater  than 
the  tax  which  should  have  been  assessed  under  the  law  as 

*  Reg.  40,  Art.  1702. 

•  Beg.  45,  Art.  1037.  Cf.  Gouge  v.  Hart,  liuO  Fed.  802;  United  States  t. 
Emepy,  Bird,  Thayer  Realty  Co.,  237  U.  S.  28;  Straus  t.  Abrast  Realty  Co..  200 
Fed.  327;  Public  Service  Elec.  Co.  v.  Ilerold,  219  Fed.  301,  227  Fed.  4U1:  Abrast 
Realty  Co.  v.  Maxwell.  206  Fed.  3:^3;  Boston  &  V.  R.  Corp.  v.  GUI,  257  Fed.  221- 
Old  Colony  R.  R.  Co.  v.  Gill,  257  Fed.  220;  Old  Colony  R.  R.  Co.  v.  Malley,  25i 
Fed.  220;  Phlla.,  H.  &  P.  R.  Co.  v.  Lederer.  242  Fed.  492;  Roberts  v.  Lowe,  236 
Fell.  604;  Lumber  Mut.  Ins.  Co.  t.  Malley,  256  Fed.  380;  Asso.  Pipe  Line  Co. 
?.  ITnited  States,  258  Fed.  800;  Scott  v.  West.  Viic.  Ry.  Co.,  246  Fed.  545  (R.  A. 
1913) :  Dodge  v.  Brady,  240  U.  S.  122  (R.  A.  1913) ;  Dodge  v.  Osborn,  240  U.  S. 
118  (R.  A.  1913);  Brushaber  v.  U.  Pac.  Ry.  Co.,  240  U.  S.  1  <R.  A.  1913); 
Stanton  v.  Baltic  Mining  Co..  240  I'.  S.  103  (R.  A.  1913). 
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properly  interpreted  and  applied.  The  fact  that  the  Com- 
missioner in  assessing  the  tax  erroneously  allowed  some 
deductions  for  depreciation  does  not  operate  as  an  estoppel 
against  the  collector  or  against  the  United  States,  as  it  is 
well  settled  that  no  assessment  of  the  Commissioner  is  nec- 
essary for  the  collection  of  the  tax,  at  least  in  a  direct  action 
by  the  United  States ;  nor  does  it  make  any  difference  that 
an  assessment  has  been  made,  for  in  spite  of  the  assessment 
and  of  the  expiration  of  the  period  within  which  an  amended 
assessment  can  be  made,  the  United  States  may  still  sue 
for  the  amount  actually  due.  It  is  immaterial  that  suit  is 
in  form  against  the  collector,  because  the  recovery  in  the 
end  comes  from  the  United  States,  so  that  even  if  the 
collector  were  personally  estopped,  that  estoppel  under  the 
circumstances  does  not  apply  against  the  United  States. 
The  conclusion  is  reached,  therefore,  that  sums  due  the 
United  States  as  determined  by  the  court  in  suit  against  a 
collector  of  internal  revenue  are  a  valid  offset  as  against  the 
amount  found  due  the  taxpayer,  though  such  sums  include 
items  which  the  Commissioner  did  not  claim  to  be  due  the 
United  States  when  considering  the  return  for  purposes  of 
assessment."* 

"(a)  Claims  by  taxpayers  for  the  amount  of  a  judgment 
representing  taxes  or  penalties  erroneously  collected  should 
be  made  on  form  46.  The  claimant  should  state  the  grounds 
of  his  claim  under  oath,  giving  the  names  of  all  the  parties 
to  the  suit,  the  cause  of  action,  the  date  of  its  commence- 
ment, the  date  of  the  judgment,  the  court  in  which  it  was 
recovered,  and  its  amount.  To  this  affidavit  there  should  be 
annexed  a  certified  copy  of  the  final  judgment,  a  certificate 
of  probable  cause,  and  an  itemized  bill  of  the  costs  paid  re- 
ceipted by  the  clerk  or  other  proper  officer  of  the  court, 
together  with  a  certified  copy  of  the  docket  entries  of  the 
court  in  the  case  or  so  much  thereof  as  may  be  required  by 
the  Commissioner.  When  a  recovery  is  had  in  any  suit  or 
proceeding  against  a  collector  or  other  officer  of  the  revenue 
for  any  act  done  by  him,  or  for  the  recovery  of  any  money 

*  T.  D.  2882,  July  a,  1919  (part)  (R.  A.  1909).  Cf.  N.  Y.  M.  &  N.  Trana.  Co. 
V.  Anderson,  2M  Fed.  590;  N.  Y.  Life  Ins.  Co.  v.  Anderson,  267  Fed.  676. 
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exacted  by  or  paid  to  him  and  by  him  paid  into  the  Treas- 
ury, in  the  performance  of  his  official  duty,  and  the  court 
certifies  that  there  was  probable  cause  for  the  act  done  by 
the  collector  or  other  officer,  or  that  he  acted  under  the 
directions  of  the  Secretary  of  the  Treasury,  or  other  proper 
officer  of  the  Government,  no  execution  shall  issue  against 
such  collector  or  other  officer,  but  the  amount  so  recovered 
shall,  upon  final  judgment,  be  provided  for  and  paid  out  of 
the  proper  appropriation  from  the  Treasury.  See  section 
989  of  the  Revised  Statutes.  (6)  If  the  judgment  debtor 
shall  have  already  paid  the  amount  recovered  against  him, 
the  claim  should  be  made  in  his  name.  There  should  also  be 
a  certificate  of  the  clerk  of  the  court  in  which  the  judgment 
was  recovered  (or  other  satisfactory  evidence),  showing 
that  the  judgment  has  been  satisfied  and  specif jring  the 
exact  sum  paid  in  its  satisfaction,  with  a  detail  of  all  items 
of  costs  which  were  paid  by  the  judgment  debtor  or  for 
which  he  is  Uable.  See  further  article  1031  and  Regulations 
No.  14  (revised)/'* 

•  R«g.  45,  Art  1088. 
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PART  V 
Persons  Liable  to  Tax 

CHAPTER  29 

Citizens,  Residents  and  Domestic 
Corporations 

§291.  Classification  of  taxable  persons. — ^The  statute 
taxes  individuals,  including  estates  and  trusts,  and  cor- 
porations. The  typical  individuals  are  citizens  and  alien 
residents  of  the  United  States  and  the  typical  corporations 
are  ordinary  domestic  business  corporations.  In  the  pre- 
vious parts  of  the  Manual  the  provisions  of  the  law  and 
regulations  which  apply  generally  to  these  typical  taxpay- 
ers have  been  discussed.  No  attempt  has  been  made  to 
draw  distinctions  between  different  classes  of  persons,  ex- 
cept generally  between  individuals  and  corporations. 

But  the  statute  does  not  treat  all  persons  alike.  It  is 
necessary,  therefore,  to  ascertain  first  what  different  kinds 
of  persons  the  statute  is  concerned  with  and  second  how 
each  kind  is  differentiated  in  its  treatment  from  the  others. 
In  this  chapter  a  classification  of  persons  who  are  taxed  or 
are  affected  by  the  tax  is  indicated,  and  in  the  following 
chapters  the  provisions  of  the  law  and  regulations  which 
apply  specially  to  the  several  classes  of  persons,  and  not  to 
the  typical  citizens,  residents  and  domestic  corporations,  are 
discussed. 

The  statute  deals  with  citizens,  residents  and  domestic 
corporations ;  nonresident  alien  individuals  and  resident  and 
nonresident  foreign  corporations,  including  citizens  and  cor- 
porations of  United  States  possessions ;  estates  and  trusts, 
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represented  by  executors,  administrators,  trustees,  guard- 
ians, committees,  receivers  and  other  fiduciaries;  partner- 
ships and  partners ;  personal  service  corporations  and  their 
stockholders,  including  corporations  whose  business  is  partly 
personal  service;  corporations  availed  of  to  avoid  the  sur- 
tax, and  their  stockholders ;  insurance  companies ;  affiliated 
corporations  required  to  file  consolidated  returns;  corpora- 
tions with  Government  contracts,  including  transportation 
corporations  under  federal  control;  corporations  exempt 
from  tax;  governments  and  government  employees;  mine 
and  oil  well  owners  and  operators ;  and  farmers. 

Most  of  these  terms  are  familiar,  but  where  the  boundary 
lines  are  confused  an  attempt  is  made  to  define  them  in  the 
appropriate  chapters  following  or  in  connection  with  the 
discussion  of  citizens  and  alien  residents  and  of  domestic 
corporations  in  the  next  two  sections. 

The  term  "taxpayer"  includes  any  person,  trust  or  estate 
subject  to  the  income  or  profits  tax/ 

§292.  Citizens  and  residents  defined. — "Every  citizen  of 
the  United  States,  wherever  resident,  is  liable  to  the  tax. 
It  makes  no  difference  that  he  may  own  no  assets  within  the 
United  States  and  may  receive  no  income  from  sources 
within  the  United  States.  Every  resident  alien  individual 
is  liable  to  the  tax,  even  though  his  income  is  wholly  from 
sources  outside  the  United  States.  Every  nonresident  alien 
individual  is  liable  to  the  tax  on  his  income  from  sources 
within  the  United  States.  See  section  213(c)  of  the  statute 
and  articles  91-93.  Estates  and  trusts  are  also  subject  to 
the  tax.  See  section  219  of  the  statute  and  articles  341- 
346."^  9,^1  I 

"Every  person  born  in  the  United  States  subject  to  its 
jurisdiction,  or  naturalized  in  the  United  States,  is  a  citizen. 
When  any  naturalized  citizen  has  left  the  United  States  and 
resided  for  two  years  in  a  foreign  country  from  which  he 
came,  or  for  five  years  in  any  other  foreign  country,  he  is 
presumed  to  have  lost  his  American  citizenship;  but  this 

«»  11.   A.   1918,  Sec.  3. 

•  Reg.  4r>,  Art.  3.     See  Krndy  v.  Auderson,  240  Fed.  660  (R.  A.  1913). 
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presumption  does  not  apply  to  residence  abroad  while  the 
United  States  is  at  war.  An  Italian  who  has  come  to  the 
United  States  and  filed  his  declaration  of  intention  of  be- 
coming a  citizen,  but  who  has  not  yet  received  his  final  citi- 
zenship papers,  is  an  alien.  A  Swede  who,  after  having  come 
to  the  United  States  and  become  naturalized  here,  returned 
to  Sweden  and  resided  there  for  two  years  prior  to  April  6, 
1917,  is  presumed  to  be  once  more  an  alien.  On  the  other 
hand,  an  individual  bom  in  the  United  States  of  citizen  or 
alien  resident  parents,  who  has  long  since  moved  to  a  for- 
eign country  and  established  a  domicile  there,  but  who  has 
never  been  naturalized  therein  or  taken  an  oath  of  allegiance 
thereto,  is  still  a  citizen  of  the  United  States.  For  the 
difference  between  resident  alien  individuals  and  nonresi- 
dent alien  individuals  see  articles  312-315.'" 

"'  'Nonresident  alien  individual'  means  an  individual  (a) 
whose  residence  is  not  within  the  United  States  and  (&)  who 
is  not  a  citizen  of  the  United  States.  Any  alien  living  in  the 
United  States  who  is  not  a  mere  transient  is  a  resident  of 
the  United  States  for  purposes  of  the  income  tax.  Whether 
he  is  a  transient  or  not  is  determined  by  his  intentions  with 
regard  to  his  stay.  If  he  lives  in  the  United  States  and 
has  no  definite  intention  as  to  his  stay,  he  is  a  resident.  The 
best  evidence  of  his  intention  is  afforded  by  the  conduct,  acts 
and  declarations  of  the  alien.  The  typical  transient  is  one 
who  stops  for  a  short  time  in  the  course  of  a  journey 
through  the  United  States,  sometimes  performing  labor, 
sometimes  not,  or  one  who  enters  the  United  States  intend- 
ing only  to  stop  long  enough  to  carry  out  some  purpose, 
object  or  plan  not  involved  in  an  extended  stay.  A  mere 
floating  intention,  indefinite  as  to  time,  to  return  to  another 
country  is  not  sufficient  to  constitute  him  a  transient.'" 

"An  alien's  statements  as  to  his  intention  with  regard 
to  residence  are  not  conclusive,  but  when  unequivocal  will 
determine  the  question  of  his  intention,  unless  his  conduct, 
acts  or  other   surrounding   circumstances   contradict  the 

<  Reg.  45,  Art  4. 

>  Rear.  45.  Art.  812.    Cf.  T.  D.  2704,  Feb.  21.  1019,  from  which  this  and  Uie 
following  two  paragraphs  were  derived.    Cf.  also  T.  D.  2242,  Sept  17,  1015. 
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statements.  It  sometimes  occurs  that  an  alien  who  genu- 
inely intends  his  stay  to  be  transient  may  put  off  his  de- 
parture from  time  to  time  by  reason  of  changed  conditions, 
remaining  a  transient  though  living  in  the  United  States 
for  a  considerable  time.  The  fact  that  an  alien's  family  is 
abroad  does  not  necessarily  indicate  that  he  is  a  transient 
rather  than  a  resident.  An  alien  who  enters  this  country 
intending  to  make  his  home  in  a  foreign  country  as  soon  as 
he  has  accumulated  a  sum  of  money  sufficient  to  provide  for 
his  journey  abroad  is  to  be  considered  a  transient,  provided 
his  expectation  in  this  regard  may  reasonably,  considering 
the  rate  of  his  saving,  be  fulfilled  within  a  comparatively 
short  time."* 

''It  will  be  presumed  that  an  alien  who  has  established  a 
residence  in  the  United  States,  as  outlined  above,  continues 
to  be  a  resident  until  he  or  his  family  evidence  an  intention 
to  change  their  residence  to  another  country  by  starting  to 
remove.  Thus,  alien  residents  who,  following  the  armistice 
agreement  of  November  11,  1918,  take  steps  toward  return- 
ing to  their  native  countries,  as  by  applying  for  passports, 
may  for  the  purpose  of  withholding  be  regarded  as  residents 
for  that  portion  of  the  taxable  year  which  elapsed  up  to  the 
time  such  step  was  taken.  But  the  status  of  the  alien  on  the 
last  day  of  his  taxable  year  or  period  determines  his  liability 
to  tax  for  such  year  or  period  as  a  resident  or  nonresident. 
See  articles  305  and  306."* 

If  a  nonresident  alien  individual  becomes  a  citizen  or  resi- 
dent of  the  United  States  during  the  taxable  year,  he  is  tax- 
able for  the  entire  year  upon  his  income  derived  from  all 
sources.  On  the  other  hand,  a  woman,  who  is  an  American 
citizen,  but  who  during  the  taxable  year  marries  a  British 
subject  and  goes  to  live  in  Great  Britain,  is  treated  as  a 
nonresident  alien  in  calculating  her  income  tax  for  the  en- 
tire taxable  year. 

"In  order  to  determine  whether  an  alien  seaman  is  a  resi- 
dent within  the  meaning  of  the  income  tax  law,  it  is  neces- 
sary to  decide  whether  the  presumption  of  nonresidence  is 

*  Reg.  45,  Art.  818.  •  Reg.  45,  Art.  814. 
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overcome  by  facts  showing  that  he  has  established  a  resi- 
dence in  the  territorial  United  States,  which  consists  of  the 
States,  the  District  of  Columbia,  and  the  Territories  of 
Hawaii  and  Alaska,  and  excludes  other  places.  Residence 
may  be  established  on  a  vessel  regularly  engaged  in  coast- 
wise trade,  but  the  mere  fact  that  a  sailor  makes  his  home 
on  a  vessel  flying  the  United  States  flag  and  engaged  in  for- 
eign trade  is  not  sufficient  to  establish  residence  in  the 
United  States,  even  though  the  vessel,  while  carrying  on 
foreign  trade,  touches  at  American  ports.  An  alien  seaman 
may  acquire  an  actual  residence  in  the  territorial  United 
States,  within  the  rules  laid  down  in  article  312,  although 
the  nature  of  his  calling  requires  him  to  be  absent  from  the 
place  where  his  residence  is  established  for  a  long  period. 
An  alien  seaman  may  acquire  such  a  residence  at  a  sailor's 
boarding  house  or  hotel,  but  such  a  claim  should  be  carefully 
scrutinized  in  order  to  make  sure  that  such  residence  is 
bona  fide.  The  filing  of  form  1078,  revised,  or  taking  out 
first  citizenship  papers,  is  proof  of  residence  in  the  United 
States  from  the  time  the  form  is  filed  or  the  papers  taken 
out,  unless  rebutted  by  other  evidence  showing  an  intention 
to  be  a  transient.  The  fact  that  a  head  tax  has  been  paid  on 
behalf  of  an  alien  seaman  entering  the  United  States  is  no 
evidence  that  he  has  acquired  residence,  because  the  head 
tax  is  payable  unless  the  alien  who  is  entering  the  country 
is  merely  in  transit  through  the  country.  An  alien  may 
remain  a  nonresident  although  he  is  not  in  transit  through 
the  country.  As  to  when  the  wages  of  alien  seamen  are  sub- 
ject to  tax  see  article  92a.'''' 

§293.  Corporations  defined  and  distinguished. — ^When  used 
in  the  statute  and  regulations  the  term  "person"  includes 
partnerships  and  corporations,  as  well  as  individuals;  the 
term  "corporation"  includes  associations,  joint-stock  com- 
panies and  insurance  companies ;  the  term  "domestic"  when 
applied  to  a  corporation  or  partnership  means  created  or  or- 
ganized in  the  United  States;  the  term  "foreign"  when 

•  Beg.  40,  Art.  S12a.  added  by  T.  D.  2869,  JuM  90^  1910. 
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applied  to  a  corporation  or  partnership  means  created  or 
organized  outside  the  United  States ;  and  the  term  "United 
States''  when  used  in  a  geographical  sense  includes  only  the 
States,  the  Territories  of  Alaska  and  Hawaii,  and  the  Dis- 
trict of  Columbia/ 

"Every  corporation,  domestic  or  foreign,  not  exempt  un- 
der section  231  of  the  statute,  is  liable  to  the  tax.  It  makes 
no  difference  that  a  domestic  corporation  may  receive  no 
income  from  sources  within  the  United  States.'  On  the 
other  hand,  a  foreign  corporation  is  taxed  only  on  its  income 
from  sources  within  the  United  States.  See  section  233  of 
the  statute  and  article  550.  For  what  the  term  'corporation' 
includes  and  for  the  difference  between  domestic  and  for- 
eign corporations  see  section  1  and  articles  1501-1509." * 

"The  statute  recognizes  three  chief  classes  of  persons,  to 
wit,  individuals,  partnerships  and  corporations.  Corpora- 
tions include  associations,  joint-stock  companies  and  insur- 
ance companies,  but  not  partnerships  properly  so-called.  A 
taxpayer  is  any  person,  trust  or  estate  subject  to  tax."^ 

"Associations  and  joint-stock  companies  include  associa- 
tions, common  law  trusts  and  organizations  by  whatever 
name  known,  which  act  or  do  business  in  an  organized 
capacity,  whether  created  under  or  pursuant  to  State  laws, 
agreements,  declarations  of  trust,  or  otherwise,  the  net  in- 
come of  which,  if  any,  is  distributed  or  distributable  among 
the  members  or  shareholders  on  the  basis  of  the  capital 
stock  which  each  holds  or,  where  there  is  no  capital  stock, 
on  the  basis  of  the  proportionate  share  or  capital  which  each 
has  or  has  invested  in  the  business  or  property  of  the  or- 
ganization."' 

"An  organization  the  membership  interests  in  which  are 
transferable  without  the  consent  of  all  the  members,  how- 
ever the  transfer  may  be  otherwise  restricted,  and  the  busi- 
ness of  which  is  conducted  by  trustees  or  directors  or  officers 
without  the  active  participation  of  all  the  members  as  such, 

»  R.  A,  1918,  Sec.  1.  Ct  T.  D.  2006,  July  16,  1014. 

•  Cf .  T.  D.  1868.  Jane  26,  1918. 

•  Reg.  45,  Art  608. 
1  Reg.  45,  Art  1501. 

«  Reg.  4gl,  Art  1602.    Ct  T.  D.  1611,  Apr.  4,  1910. 
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is  an  association  and  not  a  partnership.  A  partnership  bank 
conducted  like  a  corporation  and  so  organized  that  the  inter- 
ests of  its  members  may  be  transferred  without  the  consent 
of  the  other  members  is  a  joint-stock  company  or  association 
within  the  meaning  of  the  statute.  A  partnership  bank 
the  interests  of  whose  members  can  not  be  so  transferred  is 
a  partnership/'" 

''Where  trustees  hold  real  estate  subject  to  a  lease  and 
collect  the  rents,  doing  no  business  other  than  distributing 
the  income  less  taxes  and  similar  expenses  to  the  holders 
of  their  receipt  certificates,  who  have  no  control  except  the 
right  of  filling  a  vacancy  among  the  trustees  and  of  con- 
senting to  a  modification  of  the  terms  of  the  trust,  no  asso- 
ciation exists  and  the  cestuis  que  trust  are  liable  to  tax  as 
beneficiaries  of  a  trust  the  income  of  which  is  to  be  dis- 
tributed periodically,  whether  or  not  at  regular  intervals. 
But  in  such  a  trust  if  the  trustees  pursuant  to  the  terms 
thereof  have  the  right  to  hold  the  income  for  future  dis- 
tribution, the  net  income  is  taxed  to  the  trustees  instead  of 
to  the  beneficiaries.  See  section  219  of  the  statute  and 
articles  341-346.  If,  however,  the  cestuis  que  trust  have  a 
voice  in  the  conduct  of  the  business  the  trust,  whether 
through  the  right  periodically  to  elect  trustees  or  other- 
wise, the  trust  is  an  association  within  the  meaning  of  the 
statute.''* 

"So-called  limited  partnerships  of  the  type  authorized  by 
the  statutes  of  New  York  and  most  of  the  States  are  part- 
nerships and  not  corporations  within  the  meaning  of  the 
statute.  Such  limited  partnerships,  which  can  not  limit 
the  liability  of  the  general  partners,  although  the  special 
partners  enjoy  limited  liability  so  long  as  they  observe  the 
statutory  conditions,  which  are  dissolved  by  the  death  or 
attempted  transfer  of  the  interest  of  a  general  partner,  and 
which  can  not  take  real  estate  or  sue  in  the  partnership 
name,  are  so  like  common  law  partnerships  as  to  render 
impracticable  any  differentiation  in  their  treatment  for  tax 

>  Reg.  40,  Art.  1603. 

*Reg.  45,  Art.  1504.  See  Crocker  v.  Malley,  249  U.  S.  223,  T.  D.  2816,  April  2, 
1919  (R.  A.  1913);  Bfalley  t.  Bowdltch.  260  Fed.  809  (R.  A.  1913).  Cf.  article 
1504  of  the  preliminary  edition  of  Regulations  46. 
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purposes.  Michigan  and  Illinois  limited  partnerships  are 
partnerships.  A  California  special  partnership  is  a  part- 
nership/" 

''On  the  other  hand,  Umited  partnerships  of  the  type  of 
partnerships  with  limited  liability  or  partnership  associa- 
tions authorized  by  the  statutes  of  Pennsylvania  and  of  a 
few  other  States  are  only  nominally  partnerships.  Such 
so-called  limited  partnerships,  offering  opportunity  for  limit- 
ing the  liability  of  all  the  members,  providing  for  the  trans- 
ferability of  partnership  shares,  and  capable  of  holding  real 
estate  and  bringing  suit  in  the  common  name,  are  more 
truly  corporations  than  partnerships  and  must  make  re- 
turns of  income  and  pay  the  tax  as  corporations.  The  in- 
come received  by  the  members  out  of  the  earnings  of  such 
limited  partnerships  will  be  treated  in  their  personal  returns 
in  the  same  manner  as  distributions  on  the  stock  of  corpora^ 
tions.  In  all  doubtful  cases  limited  partnerships  will  be 
treated  as  corporations  unless  they  submit  satisfactory 
proof  that  they  are  not  in  effect  so  organized.  A  Michi- 
gan partnership  association  is  a  corporation.  Such  a  cor- 
poration may  or  may  not  be  a  personal  service  corporation. 
See  sections  200  and  218  of  the  statut3  and  articles  1523- 
1532.''* 

"Joint  investment  in  and  ownership  of  real  and  personal 
property  not  used  in  the  operation  of  any  trade  or  business 
and  not  covered  by  any  partnership  agreement  does  not  con- 
stitute a  partnership.  Co-owners  of  oil  lands  engaged  in  the 
joint  enterprise  of  developing  the  property  through  a  com- 
mon agent  are  not  necessarily  partners.  In  the  absence  of 
special  facts  affirmatively^  showing  an  association  or  part- 
nership, where  a  vessel  is  owned  by  several  individuals  and 
operated  by  a  managing  owner  or  agent  for  the  account  of 
all,  the  relation  does  not  constitute  either  a  joint-stock 
association  or   a   partnership.     The   participation  of  two 

•  Reg.  45,  Art.  1505.     Of.  T.  D.  1606.  March  29.  1910;  T.  D.  2711,  May  9,  1918. 

•  Reg.  ^  Art.  1506,  as  amended  by  T.  D.  294$,  Not.  6.  1919.  In  the  original 
article  a  vlnrlnla  partnership  association  was  classed  as  a  corporation.  Cf. 
T.  D.  2187,  Jan.  80,  IMS. 
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United  States  corporations  in  a  joint  enterprise  or  adven- 
ture does  not  constitute  them  partners/" 

"Insurance  companies  include  both  stock  and  mutual  com- 
panies, as  well  as  mutual  benefit  insurance  companies.  A 
voluntary  unincorporated  association  of  employees  formed 
for  the  purpose  of  relieving  sick  and  aged  members  and  the 
dependents  of  deceased  members  is  an  insurance  company, 
whether  the  fund  for  such  purpose  is  created  wholly  by 
membership  dues  or  partly  by  contributions  from  the  em- 
ployer. But  a  corporation  which  merely  sets  aside  a  fund 
for  the  insurance  of  its  employees  is  not  required  to  file  a 
separate  return  for  such  fund  if  the  income  and  disburse- 
ments therefrom  are  included  in  the  corporation's  own  re- 
turn. See  sections  231,  233,  234  and  239  of  the  statute 
and  articles  521,  548,  549,  568-572,  623  and  870."* 

"A  domestic  corporation  or  partnership  is  one  organized 
or  created  in  the  United  States,  including  only  the  States, 
the  Territories  of  Alaska  and  Hawaii,  and  the  District  of 
Columbia,  and  a  foreign  corporation  or  partnership  is  one 
organized  or  created  outside  the  United  States  as  so  de- 
fined. The  nationality  or  residence  of  members  of  a  part- 
nership does  not  affect  its  status.  A  partnership  created  by 
articles  entered  into  in  San  Francisco  between  residents 
of  the  United  States  and  residents  of  China  is  a  domestic 
partnership.  A  foreign  corporation  engaged  in  trade  or 
business  within  the  United  States  or  having  an  office  or 
place  of  business  therein  is  sometimes  referred  to  in  the 
regulations  as  a  resident  foreign  corporation  and  a  foreign 
corporation  not  engaged  in  trade  or  business  within  the 
United  States  and  not  having  any  office  or  place  of  business 
therein  as  a  nonresident  foreign  corporation.  See  also 
articles  4  and  312-815.''* 

T  R«g.  4ff,  Art  1007.    Cf.  Haiku  Sagar  Co.  t.  JohnstODt,  24»  Fed.  lOS  (B.  A. 

•  Kef.  40,  Art  1006. 

•  a«f .  JS,  Art  1009. 
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CHAPTER    30 

Nonresident  Aliens  and  Foreign 
Corporations 

§301.  Computation  of  tax. — Nonresident  alien  individuals 
and  foreign  corporations,  including  those  engaged  in  trade  or 
business  within  the  United  States  or  having  an  office  or  place 
of  business  therein,  called  resident  foreign  corporations,  and 
those  not  engaged  in  trade  or  business  within  the  United 
States  and  not  having  any  office  or  place  of  business  therein, 
called  nonresident  foreign  corporations,  are  in  many  respects 
treated  differently  in  the  statute  from  citizens  and  alien  resi- 
dents of  the  United  States  and  domestic  corporations.  It  is 
the  purpose  of  this  chapter  to  describe,  not  the  provisions  of 
the  law  which  apply  to  nonresident  aliens  and  foreign  cor- 
porations in  common  with  other  persons,  but  the  provisions 
which  are  peculiar  to  them. 

For  the  classification  of  persons  as  resident  or  nonresident 
and  domestic  or  foreign  chapter  29  should  be  referred  to. 

The  normal  tax  on  nonresident  alien  individuals,  begin- 
ning with  1919,  is  at  the  rate  of  8  per  cent  of  the  amount 
of  the  net  income  in  excess  of  the  credits  provided  in  §12. 
The  rate  for  1918  was  12  per  cent.  There  is  no  lower  rate 
on  the  first  $4,000,  as  in  the  case  of  citizens  and  residents.' 

In  the  case  of  a  nonresident  alien  individual  who  is  a 
citizen  or  subject  of  a  country  which  imposes  an  income  tax, 
the  credits  against  net  income  allowed  in  §12  for  a  personal 
exemption  and  for  dependents  are  allowed  only  if  such 
country  allows  a  similar  credit  to  citizens  of  the  United 
Sates  not  residing  in  such  country." 

'^A  nonresident  alien  individual,  similarly  to  a  citizen  or 
resident,  is  entitled  for  the  purpose  of  the  normal  tax  to 
credit  dividends  from  domestic  or  resident  foreign  corpora- 

1  R.  A.  1918,  Sec.  210.    Ct  B.  A.  1916,  Sec.  1(a).  and  R.  A.  1917,  Sec.  1. 
>  R.  A.  1918,  Sec.  216(e). 
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tions,  interest  on  obligations  of  the  United  States,  a  personal 
exemption,  and  $200  for  each  dependent,  except  that  if  he  is 
a  citizen  or  subject  of  a  country  which  imposes  an  income 
tax  a  personal  exemption  or  credit  for  dependents  is  allowed 
him  'only  if  such  country  allows  a  similar  credit  to  citizens 
of  the  United  States  not  residing  in  such  country/  'If  such 
country  allows  a  similar  credit'  means  if  such  country  in  im- 
posing its  income  tax  allows  a  personal  exemption  or  a  credit 
for  dependents,  as  the  case  may  be,  and  allows  it  without  dis- 
crimination to  citizens  of  the  United  States  not  residing  in 
such  country.  For  the  meaning  of  'country'  see  article  382, 
To  satisfy  the  requirement  of  a  similar  credit  it  is  not  neces- 
sary that  the  personal  exemption  or  credit  for  dependents, 
as  the  case  may  be,  should  be  the  same  as  that  allowed  by 
the  United  States  statute.  The  status  as  to  residence  of 
an  alien  individual  on  the  last  day  of  his  taxable  year  de- 
termines his  right  to  be  treated  as  a  resident  or  as  a  non- 
resident for  such  year."' 

"  (a)  The  following  is  an  incomplete  list  of  countries  which 
either  impose  no  income  tax  or  in  imposing  an  income  tax 
allow  both  a  personal  exemption  and  a  credit  for  dependents 
which  satisfy  the  similar  credit  requirement  of  the  statute : 
Argentina,  Belgium,  Bohemia,  Bolivia,  Bosnia,  Brazil, 
Bukowina,  Canada,  Carinthia,  Camiola,  China,  Chile,  Cuba, 
Dalmatia,  Denmark,  Ecuador,  Egypt,  France,  Galicia, 
Goritz,  Gradisca,  Herzegovina,  Istria,  Lower  Austria,  Mex- 
ico, Montenegro,  Moravia,  Morocco,  Newfoundland,  Nica- 
ragua, Norway,  Panama,  Paraguay,  Persia,  Peru,  Portugal, 
Roumania,  Russia  (including  Poles  owing  allegiance  to  Rus- 
sia), Salzburg,  Santo  Domingo,  Serbia,  Siam,  Silesia,  Styria, 
Spain,  Trieste,  Tyrol,  Upper  Austria,  Union  of  South  Africa, 
Venezuela.  (6)  The  following  is  an  incomplete  list  of  coun- 
tries which  in  imposing  an  income  tax  allow  a  personal  ex- 
emption which  satisfies  the  similar  credit  requirement  of  the 
statute,  but  do  not  allow  a  credit  for  dependents;  Bachka, 
Banat  of  Temesvar,  Croatia,  Salvador,  India,  Italy,  Slavonia, 
SldVakia,  Transylvania,    (c)  The  following  is  an  incomplete 

•  Beg.  tf,  Art  S08. 
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list  of  countries  which  in  imposing  an  income  tax  do  not 
allow  to  citizens  of  the  United  States  not  residing  in  such 
country  either  a  personal  exemption  or  a  credit  for  depend- 
ents and,  therefore,  fail  entirely  to  satisfy  the  similar  credit 
requirement  of  the  statute:  Australia,  Costa  Rica,  Great 
Britain  and  Ireland,  Japan,  the  Netherlands,  New  Zealand, 
Sweden.  The  former  names  of  certain  of  these  territories 
are  here  used  for  convenience,  in  spite  of  an  actual  or  pos- 
sible change  in  name  or  sovereignty.  A  nonresident  alien 
individual  who  is  a  citizen  or  subject  of  any  country  in  the 
first  list  is  entitled  for  the  purpose  of  the  normal  tax  to  such 
credit  for  a  personal  exemption  and  for  dependents  as  his 
family  status  may  warrant.  If  he  is  a  citizen  or  subject  of 
any  country  in  the  second  list  he  is  entitled  to  a  credit  for  a 
personal  exemption,  but  to  none  for  dependents.  If  he  is  a 
citizen  or  subject  of  any  country  in  the  third  list  he  is  not 
entitled  to  credit  for  either  a  personal  exemption  or  for  de- 
pendents. If  he  is  a  citizen  or  subject  of  a  country  which  is 
in  none  of  the  lists,  then  to  secure  credit  for  either  a  personal 
exemption  or  for  dependents  he  must  prove  to  the  satisfac- 
tion of  the  Commissioner  that  his  country  does  not  impose 
an  income  tax  or  that  in  imposing  an  income  tax  it  grants 
the  similar  credit  repaired  by  the  statute.'** 

A  foreign  corporation  pays  the  same  rates  of  income  tax 
as  a  domestic  corporation  and  is  entitled  to  the  same  credits 
against  net  income,  as  described  in  §16,  except  the  credit  of 
$2,000.' 

In  the  case  of  a  foreign  corporation  the  excess  profits  tax 
is  determined  by  comparison  with  the  tax  of  representative 
corporations,  as  provided  in  §27,  except  that  the  tax  is  com- 
puted without  deducting  the  specific  exemption  of  $3,000 
either  for  the  taxpayer  or  the  representative  corporations/ 
Part  in  of  the  Manual,  dealing  with  invested  capital,  accord- 
ingly has  no  application  to  foreign  corporations. 

«  Beer.  45,  Art  807,  as  amended  by  T.  D.  2802.  July  17.  1910;  T.  D.  2000,  Aug. 
5,  1910;  and  T.  D.  2922.  Sept.  18,  1919.  Cf.  T.  D.  2811.  March  22.  1919.  from 
which  the  article  was  derived. 

6  R.  A.  1918,  Sec.  230  (n)  nnd  236. 

«  R.  A.  1918.  Sees.  827  and  828. 
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'Inasmuch  as  the  war  profits  and  excess  profits  tax  in  the 
case  of  a  foreign  corporation  is  not  based  on  the  invested 
capital  of  the  corporation,  but  is  computed  in  accordance 
with  section  328  of  the  statute,  the  provisions  of  section  826 
and  of  articles  831-870  have  no  application  to  foreign  cor- 
porations. For  the  same  reason,  when  rendering  a  return 
of  income  on  form  1120  for  a  foreign  corporation,  no  entry 
of  invested  capital  should  be  made  thereon.  See  article 
962/'^ 

''In  the  case  of  a  foreign  corporation  the  installments  of 
the  tax  shall  in  the  first  instance  be  determined  upon  the 
basis  of  a  war  profits  and  excess  profits  tax  computed  by 
using  its  invested  capital  for  the  taxable  year  1917,  such  tax 
not  to  exceed  an  amount  equal  to  50%  of  the  net  income. 
For  the  purpose  of  this  article  the  invested  capital  for  1917 
shall  be  adjusted  for  any  subsequent  changes  in  its  amount 
due  to  cash  or  property  paid  in  or  withdrawn  or  to  surplus 
or  undivided  profits  of  prior  years  retained  in  the  business 
and  piroperly  attributable  to  its  business  within  the  United 
States.  If  the  tax  for  1917  was  determined  under  section 
210  of  the  Revenue  Act  of  1917,  the  constructive  capital 
which  would  result  in  a  tax  equivalent  to  the  tax  determined 
under  that  section  shall  be  used."* 

For  the  purpose  of  neither  the  excess  profits  credit  nor  the 
war  profits  credit,  described  in  §§22,  23  and  24,  is  a  foreign 
corporation  entitled  to  the  specific  exemption  of  $3,000.* 

Nonresident  alien  individuals  and  foreign  corporations  are 
not  aititled  to  credits  against  the  amount  of  the  tax  for 
foreign  taxes  paid,  as  provided  in  §§41-44.^* 

§302.  Gross  income. — ^In  the  case  of  nonresident  alien 
individuals  and  foreign  corporations  gross  income  includes 
only  the  gross  income  from  sources  within  the  United 
States,  including  interest  on  bonds,  notes  or  other  interest- 
bearing  obligations  of  residents,  corporate  or  otherwise, 
dividends  from  resident  corporations,  and  including  all 
amounts  received  (although  paid  under  a  contract  for  the 

'Reg.  45,  Art  871.  ^R.  ▲.  lAlS.  Sees.  811(e)  and  812. 

*  Beg.  4i,  Art  919,  lo  R.  aTSIS,  Sees.  222  and  28a 
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sale  of  goods  or  otherwise)  representing  profits  on  the  manu- 
facture and  disposition  of  goods  within  the  United  States/ 

"In  the  case  of  nonresident  ahen  individuals  'gross  in- 
come' means  only  the  gross  income  from  sources  within  the 
United  States.  This  includes  interest  on  bonds,  notes  or 
other  interest-bearing  obligations  of  residents,  corporate  or 
otherwise,  dividends  from  resident  corporations,  amounts 
received  representing  profits  on  the  manufacture  or  disposi- 
tion of  goods  within  the  United  States,  rentals  and  royalties 
from  property  and  income  from  business  carried  on  in  the 
United  States,  interest  on  deposits  in  banks  located  within 
the  United  States,  income  from  capital  otherwise  invested  in 
the  United  States,  and  income  from  services  rendered  or 
labor  performed  within  the  United  States.  For  what  is  a 
resident  corporation  see  article  1509.  As  to  the  gross  in- 
come of  foreign  corporations  see  section  233  (b)  of  the  stat- 
ute and  article  550/" 

"Salaries,  wages,  commissions  and  rents  paid  by  domestic 
business  enterprises  to  nonresident  alien  employees  for  serv- 
ices rendered  entirely  in  a  foreign  country  or  for  property 
located  in  a  foreign  country  are  not  subject  to  tax  as  income 
from  a  source  within  the  United  States.  Dividends  on  stock 
and  interest  on  notes  of  corporations  organized  in  the  United 
States,  but  doing  no  business  and  owning  no  property 
therein,  paid  to  nonresident  alien  individuals  or  corpora- 
tions, are  not  subject  to  the  tax.  The  tax  does  not  apply  to 
charter  money  or  freight  payments  received  by  a  foreign 
owner  in  regard  to  a  vessel  operated  between  the  United 
States  and  foreign  ports,  if  the  person  receiving  the  income 
maintains  no  regular  agency  in  the  United  States  and  is  not 
doing  business  in  the  United  States.  Compensation  received 
by  nonresident  alien  munitions  inspectors  and  purchasing 
agents  from  foreign  governments  is  not  subject  to  the  tax."" 

"While  resident  alien  seamen  are  taxable  like  citizens  on 
their  entire  income  from  whatever  sources  derived,  non- 

1  R.  A.  1918.  Sees.  213(c)  and  238(b).  Of.  T.  D.  1606,  March  29,  1910;  T.  D. 
1675.  Feb.  14,  1911;  T.  D.  1742,  Dec  16.  1911;  T.  D.  2Cd7,  Aug.  25,  1914:  T.  D. 
2109^  Dec.  28.  1914:  T.  D.  21G2.  Feb.  24.  1915;  T.  D.  2318.  March  21,  1910. 

•  keg.  46.  Art.  91.    See  DeQanoy  v.  Lederer.  250  U.  S.  870  (R.  A.  1918). 

•  Beg.  45.  Art  92. 
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resident  alien  seamen  are  taxable  only  on  income  from 
sources  within  the  United  States.  Ordinarily,  wages  re- 
ceived for  services  rendered  inside  the  territorial  United 
States  are  to  be  regarded  as  from  sources  within  the  United 
States.  The  wages  of  an  alien  seaman  earned  on  a  coastwise 
vessel  are  from  sources  within  the  United  States,  but  wages 
earned  by  an  alien  seaman  on  a  ship  regularly  engaged  in 
foreign  trade  are  not  to  be  regarded  as  from  sources  within 
the  United  States,  even  though  the  ship  flies  the  American 
flag,  or  although  during  a  part  of  the  time  the  ship  touched 
at  United  States  ports  and  remained  there  a  reasonable  time 
for  the  transaction  of  its  business.  The  presence  of  a  sea- 
man aboard  a  ship  which  enters  a  port  for  such  purposes  of 
foreign  trade  is  merely  transitory  and  wages  earned  during 
that  period  by  a  nonresident  alien  seaman  are  not  taxable. 
There  is  no  withholding  from  the  wages  of  alien  seamen 
unless  they  are  nonresidents  within  the  rules  laid  down  in 
articles  311  to  315.  Even  in  the  case  of  a  nonresident  alien 
seaman  the  employer  is  not  obliged  to  withhold  from  wages 
unless  those  wages  are  from  sources  within  the  United 
States  as  defined  above.  As  to  when  alien  seamen  are  to  be 
regarded  as  residents  see  article  312a."  ^ 

"The  gross  income  of  a  foreign  corporation  or  insurance 
company  means  its  gross  income  from  sources  within  the 
United  States,  as  defined  and  described  in  articles  91-93  re- 
lating to  nonresident  aUen  individuals.  The  income  from 
business  relating  to  a  foreign  country  which  is  transacted  by 
a  United  States  branch  or  agency  of  a  foreign  insurance 
company  must  be  returned  as  gross  income."' 

"By  virtue  of  section  4  of  the  Victory  Liberty  Loan  Act 
of  March  3,  1919,  amending  section  3  of  the  Fourth  Liberty 
Bond  Act  of  July  9,  1918,  the  interest  received  on  and  after 
March  3,  1919,  on  bonds,  notes  and  certificates  of  indebted- 
ness of  the  United  States  and  bonds  of  the  War  Finance 
Corporation,  while  beneficially  owned  by  a  nonresident 
alien  individual,  or  a  foreign  corporation,  partnership  or 

«  Reg.  45,  Art.  92a,  added  by  T.  D.  28e&,  June  20,  1919. 

•  Reg.  4^  Art.  650.  Gf.  Laurentide  Co.  t.  Durey,  281  Fed.  223  (R.  A.  1913). 
Cf.  T.  D.  1600.  March  14,  1910. 
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association,  not  engaged  in  business  in  the  United  States,  is 
exempt  from  all  income  and  war  profits  and  excess  profits 
taxes/'* 

§303.  Deductions  from  gross  income. — In  the  case  of  a 
nonresident  alien  individual  or  foreign  corporation  the  de- 
ductions allowed  in  §§111,  112,  116,  132,  133,  141,  142,  161, 
152,  153  and  352  shall  be  allowed  only  if  and  to  the 
extent  that  they  are  connected  with  income  arising  from  a 
source  within  the  United  States.  The  proper  apportionment 
and  allocation  of  the  deductions  with  respect  to  sources  of 
income  within  and  without  the  United  States  shall  be  deter- 
mined under  rules  and  regulations  prescribed  by  the  Com- 
missioner.' 

The  proportion  of  such  interest  paid  or  accrued  within  the 
taxable  year  on  indebtedness  as  would  be  deductible  in  the 
case  of  a  resident  or  domestic  corporation,  which  the  amount 
of  gross  income  from  sources  within  the  United  States  bears 
to  the  amount  of  gross  income  from  all  sources  within  and 
without  the  United  States,  is  deductible  in  the  case  of  a  non- 
resident alien  individual  or  foreign  corporation.* 

With  the  same  qualifications  as  in  the  case  of  residents 
and  domestic  corporations  taxes  imposed  by  the  United 
States,  or  any  of  its  possessions,  or  any  State  or  Territory 
or  taxing  subdivision,  are  deductible,  and  also,  if  and  to  the 
extent  that  they  are  connected  with  income  arising  from  a 
source  within  the  United  States,  taxes  paid  or  accrued  with- 
in the  taxable  year  imposed  by  the  authority  of  any  foreign 
country  upon  property  or  business,  except  income,  war 
profits  and  excess  profits  taxes  and  taxes  assessed  against 
local  benefits  of  a  kind  tending  to  increase  the  value  of  the 
property  assessed.* 

Losses  deductible  by  residents  are  also  deductible  by  non- 
resident alien  individuals,  but  if  incurred  in  trade  or  busi- 
ness only  if  and  to  the  extent  that  they  are  connected  with 


!3i.^A^:^^.^!^:.^*(^\(V^<^)<^^^^^^^^^  "4  <**)  ^d  234(a)(1) (5) (6) (7) (8) 


•  Reg.  45,  Art. 
^  R   A.  1918.  S 

(9)  (10)  (11)  (12)  (13)  (14)  and  ^  , 

•  R.  A.  1918,  Sees.  214(a)(2)  and  284(a)(2}. 

•  R.  A.  1918,  Sees.  214(a)(8)  and  (b)  and  234(a)(8)  and  (b). 
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income  arising  from  a  source  within  the  United  States,  and 
if  incurred  in  any  transaction  entered  into  for  profit,  though 
not  connected  with  the  trade  or  business,  only  as  to  such 
transactions  within  the  United  States,  and  if  arising  from 
fires,  storms,  shipwreck  or  other  casualty,  or  from  theft, 
only  of  property  within  the  United  States/  Losses  of  for- 
eign corporations  are  deductible  only  if  and  to  the  extent 
that  they  are  connected  with  income  arising  from  a  source 
within  the  United  States." 

The  deduction  for  charitable  contributions  described  in 
§115  shall  be  allowed  nonresident  alien  individuals,  but  not 
foreign  corporations,  only  as  to  contributions  or  gifts  made 
to  domestic  corporations  or  to  the  vocational  rehabilitation 
fund.* 

'"In  the  case  of  a  nonresident  alien  individual  the  deduc- 
tion for  interest  paid  or  accrued  is  proportionate  to  his  in- 
come from  sources  within  the  United  States  (see  paragraph 
(2)  of  subdivision  (a)  of  section  214  of  the  statute) ;  for 
losses  incurred  in  any  transaction  entered  into  for  profit,  or 
arising  from  casualty  or  theft,  is  confined  to  transactions 
and  property  within  the  United  States  (5) ,  (6) ;  for  char- 
itable contributions  excludes  gifts  to  foreign  corporations 
(11) ;  and  for  business  expenses,  taxes  imposed  by  a  foreign 
country,  losses  in  trade,  bad  debts,  depreciation,  amortiza- 
tion, depletion,  and  loss  in  inventory  (1),  (8),  (4),  (7),  (8), 
(9),  (10)  and  (12),  is  allowed  only  if  and  to  the  extent  that 
it  is  connected  with  income  arising  from  a  source  within 
the  United  States.  See  articles  91  and  811-316.  As  to  de- 
ductions allowed  foreign  corporations,  see  section  234  (b) 
of  the  statute^  and  article  573."* 

"Foreign  corporations  are  allowed  the  same  deductions 
from  their  gross  income  arising  from  sources  within  the 
United  States  as  are  allowed  to  domestic  corporations,  to 
the  extent  that  such  deductions  are  connected  with  such 
gross  income,  with  the  exception  that  the  interest  deductible 
is  that  proportion  of  so  much  of  the  entire  interest  paid  on 


1  R.  A.  19ia  Sec.  214(a)  (4) (5) (6)  and  (b). 
>  R.  A.  1918,  Sec.  234(a)  (4)  and  (b). 
»  R.  A.  1918,  Sec.  214(a)  (U). 
*  Reg.  46,  Art.  271. 
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the  corporate  indebtedness  as  would  be  deductible  if  paid 
by  a  domestic  corporation  which  the  gross  income  from 
sources  within  the  United  States  bears  to  the  total  gross 
income,  and  that  full  deduction  may  be  made  for  taxes  im- 
posed by  the  United  States  or  any  of  its  possessions,  or  by 
any  State,  Territory,  or  political  subdivision  thereof,  except 
taxes  for  local  benefits  and  income,  war  profits  and  excess 
profits  taxes.  A  Canadian  manufacturing  corporation  which 
sells  part  of  its  product  in  the  United  States  and  part  in 
Canada  should  report  its  deductions  for  cost  of  manufacture, 
exclusive  of  interest  paid  on  its  indebtedness,  in  the  same 
proportion  as  the  quantity  of  its  product  sold  in  the  United 
States  bears  to  the  total  quantity  sold.  See  section  214  (b) 
of  the  statute  and  article  271/" 

§304.  Return  and  payment  of  tax^ — ^A  nonresident  alien 
individual  shall  receive  the  benefit  of  the  deductions  from 
gross  income  and  credits  against  net  income  only  by  filing 
or  causing  to  be  filed  with  the  collector  a  true  and  accurate 
return  of  his  total  income  received  from  all  sources  corporate 
or  otherwise  in  the  United  States,  including  therein  all  the 
information  which  the  Commissioner  may  deem  necessary 
for  the  calculation  of  such  deductions  and  credits.  The 
benefit  of  the  credits  for  a  personal  exemption  and  for  de- 
pendents may,  however,  in  the  discretion  of  the  Commis- 
sioner and  except  as  otherwise  provided  in  §301,  be 
received  by  filing  a  claim  therefor  with  the  withholding 
agent.  In  case  of  failure  to  file  a  return,  the  collector  shall 
collect  the  tax  on  such  income,  and  all  property  belonging 
to  such  nonresident  alien  individual  shall  be  liable  to  dis- 
traint for  the  tax.* 

The  tax  on  the  income  of  nonresident  alien  individuals  is 
very  largely  withheld  and  paid  at  the  source,  as  described 
in  chapters  21  and  22.  The  discretion  of  the  Commissioner 
in  favor  of  permitting  a  nonresident  alien  to  daim  the  bene- 
fit of  his  personal  exemption  or  of  a  credit  for  dependents 
in  advance  of  filing  a  return  has  been  exercised  only  in  the 

»  Reg.  46.  Art  mZ, 

•  B.  A.  lbl8.  Sec.  217.    Cf.  T.  D.  2412,  Dec.  8^  1916. 
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cases  of  payments  of  compensation  to  employees  and  of  In- 
terest upon  corporate  bonds  containing  a  tax-free  covenant, 
as  indicated  in  the  following  paragraphs: 

"A  nonresident  alien  employee,  provided  he  is  entitled 
under  section  216  of  the  statute  and  articles  301-307  to  credit 
for  a  personal  exemption  or  for  dependents  or  both,  may 
claim  the  benefit  of  such  credit  by  filing  with  his  employer 
form  1115,  duly  filled  out  and  executed  under  oath.  See  par- 
ticularly the  lists  of  foreign  countries  in  article  307.  On  the 
filing  of  such  a  claim  the  employer  shall  examine  it.  If  on 
such  examination  it  appears  that  the  claim  is  in  due  form, 
that  it  contains  no  statement  which  to  the  knowledge  of  the 
employer  is  untrue,  that  such  employee  on  the  face  of  the 
claim  is  entitled  to  credit,  and  that  such  credit  has  not  yet 
been  exhausted,  such  employer  need  not  until  such  credit 
be  in  fact  exhausted  withhold  any  tax  from  pa3rments  of 
salary  or  wages  made  to  such  employee.  Every  employer 
with  whom  aflSdavits  of  claim  on  form  1115  are  filed  by  em- 
ployees shall  preserve  such  affidavits  until  the  following  cal- 
endar year,  and  shall  then  file  them,  attached  to  his  annual 
withholding  return  on  form  1042  (revised),  with  the  col- 
lector on  or  before  March  1.  In  case,  however,  when  the 
following  calendar  year  arrives  such  employer  has  no  with- 
holding to  return,  he  shall  forward  all  such  affidavits  of 
claim  directly  to  the  ConMnissioner  (Sorting  Division),  with 
a  letter  of  transmittal,  on  or  before  March  15.  Where  any 
tax  is  withheld  the  employer  in  every  instance  shall  show 
on  the  pay  envelope  or  shall  furnish  some  other  memoran- 
dum showing  the  name  of  the  employee,  the  date  and  the 
amount  withheld.  This  article  applies  only  to  payments  of 
compensation  by  an  employer  to  an  employee.  See  further 
section  221  and  articles  361-376.' 

'In  case  a  nonresident  alien  is  entitled  to  personal  exemp- 
tion and  credits  for  dependents  in  accordance  with  para- 
graphs (c),  (d),  and  (e)^  section  216  of  the  Revenue  Act 
of  1918,  and  his  gross  income  from  sources  in  the  United 
States,  including  bond  interest,  does  not  exceed  his  personal 

*  Re«r.  40,  Art.  816.    See  T.  D.  2811,  March  22.  1019,  from  which  this  para- 
graph was  derired. 
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exemption  and  credits  for  dependents,  a  certificate,  form 
lOOlB,  should  be  executed  and  filed  with  the  withholding 
agent,  if  any  part  of  the  gross  income  is  derived  from  inter- 
est upon  bonds  of  a  domestic  corporation  which  contain  a 
tax-free  covenant  clause.  The  certificate  may  be  filed  with 
the  withholding  agent  at  the  end  of  the  calendar  year,  but 
not  later  than  February  1  of  the  succeeding  year,  and  all 
such  certificates  should  be  attached  to  the  annual  list  return, 
form  1013.  The  amount  of  tax  due  from  the  withholding 
agent,  as  shown  by  form  1013,  may  be  reduced  by  2  per 
cent  of  the  aggregate  amount  of  interest  pajrments  made 
to  the  nonresident  alien  upon  tax-free  covenant  bonds  dur- 
ing the  calendar  year,  and  the  amount  of  tax  represented  by 
the  certificates,  payment  of  which  was  assumed  on  monthly 
list  return,  form  1012,  wiH  not  be  included  in  the  assessment 
against  the  withholding  agent.  The  certificate  may  be  filed 
only  by  a  citizen  or  subject  of  the  countries  enumerated  in 
paragraph  (a)  or  (b)  of  article  307,  as  amended.  In  case 
tax  in  excess  of  a  nonresident  alien's  tax  liability  has  been 
withheld  from  interest  upon  bonds  which  do  not  contain  a 
tax-free  covenant  clause,  the  nonresident  alien  should  file 
or  cause  to  be  filed  with  the  collector  of  internal  revenue  a 
return  of  his  gross  income  from  all  sources  within  the 
United  States,  accompanied  by  a  claim  for  refund  on 
form46.''* 

The  difference  here  between  a  nonresident  alien  and  a 
citizen  or  resident  is  that,  while  aH  are  obliged  to  file  returns 
of  income  and  if  they  fail  to  do  so  returns  will  be  made  for 
them  by  the  Commissioner  or  collector,  the  nonresident  alien 
upon  default  is  denied  the  benefit  of  the  deductions  and 
credits,  except  any  credits  received  by  him  in  accordance 
with  the  last  two  paragraphs. 

'^Unless  a  nonresident  alien  individual  shall  render  a  re- 
turn of  income  as  required  in  article  404,  the  tax  shall  be 
collected  on  the  basis  of  hisi  gross  income  (not  his  net 
income)  from  sources  within  the  United  States.  Where 
a  nonresident  alien  has  various  sources  of  income  with- 


•  Reir.  45,'  Art.  863a,  added  by  T.  D.  2920.  Sept.  15.  1919, 
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in  the  United  States,  so  that  from  any  one  source 
or  from  all  sources  combined  the  amount  of  income 
shall  call  for  the  assessment  of  a  surtax,  and  a  re- 
turn of  income  shall  not  be  filed  by  him  or  on  bis  behalf,  the 
C!ommissioner  will  cause  a  return  of  income  to  be  made  and 
include  therein  the  income  of  such  nonresident  alien  from 
all  sources  concerning  which  he  has  information,  and  he 
will  assess  the  tax  and  collect  it  from  one  or  more  of  the 
sources  of  income  within  the  United  States  of  such  nonresi- 
dent alien,  without  allowance  for  deductions  or  credits.  The 
benefit  of  the  credits  allowed  against  net  income  for  the 
purpose  of  the  normal  tax  may  not  be  received  by  a  non- 
resident alien  by  filing  a  claim  with  the  withholding  agent, 
but  only  by  claiming  them  upon  filing  a  return  of  income, 
except  as  permitted  in  article  316.  [But  see  above.]  Sec 
section  216  of  the  statute  and  articles  306  and  307.'" 

Moreover,  a  nonresident  ahen  must  make  a  return  even 
though  his  income  is  less  than  $1,000,  if  unmarried,  or 
$2,000,  if  married. 

''A  nonresident  alien  individual  shall  make  or  have  made 
a  full  and  accurate  return  on  form  1040  (revised)  or  form 
1040  A  (revised)  of  his  income  received  from  sources  within 
the  United  States,  regardless  of  amount,  unless  the  tax  on 
such  income  has  been  fully  paid  at  the  source.  See  section 
217  of  the  statute  and  articles  311-316.  The  responsible 
representatives  of  nonresident  aliens  in  connection  with  any 
sources  of  income  which  such  nonresident  aliens  may  have 
within  the  United  States  shall  make  a  return  of  such  income, 
and  shall  pay  any  and  all  tax,  normal  and  additional,  as- 
sessed upon  the  income  received  by  them  in  behalf  of  their 
nonresident  alien  principals,  in  all  cases  where  the  tax  on 
income  so  in  their  receipt,  custody  or  control  shall  not  have 
been  withheld  at  the  source.  The  agent  of  a  nonresident 
alien  is  responsible  for  a  correct  return  of  all  income  accru- 
ing to  his  principal  within  the  purview  of  the  agency.  The 
agency  appointment  will  determine  how  completely  the  agent 
is  substituted  for  the  principal  for  tax  purposes.    Where 


•  Reg.  46,  Art.  311. 
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upon  filing  a  return  of  income  it  appears  that  a  nonresident 
alien  is  not  liable  for  tax,  but  nevertheless  a  tax  shall  have 
been  withheld  at  the  source,  in  order  to  obtain  a  refund  on 
the  basis  of  the  showing  made  by  the  return  there  should 
be  attached  to  it  a  statement  showing  accurately  the 
amounts  of  tax  withheld,  with  the  names  and  post-i^ce 
addresses  of  all  withholding  agents.    See  article  376."' 

Foreign  corporations  deriving  income  from  sources  within 
the  United  States  must  make  returns/  If  a  foreign  cor- 
poration fails  to  make  a  return  it  is  treated  like  a  domestic 
corporation  in  the  same  situation. 

''Every  foreign  corporation  having  income  from  sources 
within  the  United  States  must  make  a  return  of  income  on 
form  1120.  If  such  a  corporation  has  no  office  or  place  of 
business  here,  but  has  a  resident  agent,  he  shall  make  the 
return.  It  is  not  necessary,  however,  for  it  to  be  required 
to  make  a  return  that  the  foreign  corporation  shall  be  en- 
gaged in  business  in  this  country  or  that  it  have  any  office, 
branch  or  agency  in  the  United  States.  See  articles  404,  550 
and  573.''- 


§305.  Returns  by  representatives^ — If  a  nonresident  alien, 
or  for  that  matter  any  other  individual,  is  unable  to  make 
his  own  return,  the  return  shall  be  made  by  a  duly  authorized 
agent  or  by  the  guardian  or  other  person  charged  with  the 
care  of  the  person  or  property  of  such  taxpayer.*  If  any 
foreign  corporation  has  no  office  or  place  of  business  in  the 
United  States,  but  has  an  agent  here,  the  return  shall  be 
made  by  the  agent.' 

Reasonably  interpreted,  this  means  no  more  than  that 
anyone  who  stands  fully  in  the  place  of  the  taxpayer  may  be 
required  to  render  a  return  for  him.'  Yet  the  Internal 
Revenue  Bureau  has  attempted  with  considerable  success 
to  saddle  upon  casual  custodians  of  securities  or  other  prop- 

^  Reff.  45,  Art.  404,  Cf.  T.  D.  2815,  Apr.  2,  1919.    Cf.  also  T.  D.  2100,  Dec. 
28,  1914;  T.  D.  2813,  March  21,  1910;  T.  1>.  2402,  Nov.  29,  1916. 
«  R.  A.  1918,  8ec!8.  239  and  336. 
•  Reg.  46.  Art.  626. 
«  R.  A.  191&  Sec  223. 


•  B.  A.  1918,  B9C  2a». 
•See 


1816  regarding  receiver  a. 
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erty  belonging  to  nonresident  aliens  and  foreign  corpora- 
tions the  duty  of  filing  returns  of  income  for  them  and  pay- 
ing any  additional  tax  shown  to  be  due.  A  general  regula- 
tion to  such  effect  is  quoted  towards  the  end  of  the  last  sec- 
tion, and  the  following  regulation  deals  specifically  with 
dividends. 

''Dividends  on  stock  of  domestic  corporations  or  resident 
foreign  corporations  are  prima  facie  income  of  the  record 
owner  of  the  stock,  and  such  record  owner  will  be  liable  for 
any  additional  tax  based  thereon,  unless  a  disclosure  of  the 
actual  ownership  is  made  to  the  Conunissioner  on  form  1087 
(revised)  which  shall  show  that  the  record  owner  is  not  the 
actual  owner  and  who  the  owner  is  and  his  address.  In  all 
cases  where  the  actual  owner  is  a  nonresident  alien  indi- 
vidual and  the  record  owner  is  a  person  in  the  United  States, 
the  record  owner  will  be  considered  for  tax  purposes  to  have 
the  receipt,  custody,  control  and  disposal  of  the  dividend 
income  and  will  be  required  to  make  return  for  the  actual 
owner,  regardless  of  the  amount  of  the  income,  and  to  pay 
any  surtax  found  by  such  return  to  be  due."' 

These  rulings  were  adapted  from  article  32  of  Regulations 
No.  33  (revised),  the  regulations  in  force  under  the  Revenue 
Acts  of  1916  and  1917.  Article  32  was  drawn  to  carry  out 
the  provisions  of  section  9(g)  of  the  Revenue  Act  of  1916,  as 
amended,  reading  as  follows: 

"The  tax  herein  imposed  upon  gains,  profits,  and  incomes 
not  falling  under  the  foregoing  and  not  returned  and  paid 
by  virtue  of  the  foregoing  or  as  otherwise  provided  by  law 
shall  be  assessed  by  personal  return  under  rules  and  regula- 
tions to  be  prescribed  by  the  Commissioner  of  Internal  Rev- 
enue and  approved  by  the  Secretary  of  the  Treasury.  The 
intent  and  purpose  of  this  title  is  that  all  gains,  profits,  and 
income  of  a  taxable  class,  as  defined  by  this  title,  shall  be 
charged  and  assessed  with  the  corresponding  tax,  normal 
and  additional,  prescribed  by  this  title,  and  said  tax  shall 
be  paid  by  the  owner  of  such  income,  or  the  proper  repre- 

»  Reg.  46.  Art  405.  Cf.  T.  D.  2882,  Oct.  19,  IWtt;  T.  D.  28M.  Oct.  19.  1916; 
T.  D.  W88,  Oct.  80.  1916;  T.  D.  2401,  Nov.  29,  1916;  T.  D.  2452,  Feb.  27.  1917; 
T.  D.  2609.  Bfarch  9.  1918. 
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sentative  having  the  receipt,  custody,  control,  or  disposal  ol 
the  same/' 

Leaving  aside  whether  or  not  such  a  provision  authorized 
the  regulations  assumed  to  be  based  on  it,  no  provision  any- 
thing like  the  foregoing  is  contained  in  the  Revenue  Act  of 
1918,  This  point  was  called  to  the  attention  of  the  Bureau 
last  summer,  but  to  no  avail.   It  replied : 

'It  is  argued  that  inasmuch  as  the  provisions  of  the  1916 
Act  as  amended  are  not  embodied  in  the  Revenue  Act  of 
1918,  the  articles  of  Regulations  45  in  question  are  not 
backed  up  by  any  statutory  authority. 

"In  reply  to  this  contention  your  attention  is  invited  to 
section  1307  of  the  Revenue  Act  of  1918,  which  reads  as 
follows: 

"  'That  in  all  cases  where  the  method  of  collecting  the  tax 
imposed  by  this  Act  is  not  specifically  provided  in  this  Act, 
the  tax  shall  be  collected  in  such  manner  as  the  Commis- 
sioner, with  the  approval  of  the  Secretary,  may  prescribe. 
An  administrative  and  penalty  provisions  of  Title  XI  of  this 
Act,  in  so  far  as  applicable,  shall  apply  to  the  collection  of 
any  tax  which  the  Commissioner  determines  or  prescribes 
shall  be  paid  by  stamp/ 

"And  to  section  1309,  which  reads  in  part  as  follows: 

"  'That  the  Commissioner,  with  the  approval  of  the  Secre- 
tary, is  hereby  authorized  to  make  all  needful  rules  and  reg- 
ulations for  the  enforcement  of  the  provisions  of  this  Act/ 

"It,  therefore,  appears  under  the  above  quoted  provisions 
of  the  Revenue  Act  of  1918  that  the  Conunissioner  has 
ample  authority  to  prescribe  the  regulations  necessary  to 
the  collection  of  the  tax  and  that  the  articles  which  you 
question  are  well  within  these  provisions  of  the  statute/'* 

The  trouble  with  this  argument  is,  in  the  first  place,  that 
the  method  of  collecting  the  income  and  profits  taxes  is 
specifically  provided  in  the  statute,  and,  in  the  second  place, 
that  the  regulations  in  dispute  are  not  needful  for  the  en- 
forcement of  the  provisions  of  the  statute  as  enacted  by  Con- 
gress,  but  are  independent  legislation.    Congress  provided 

*  Part  of  letter  from  Internal  Revive  Bureau  dated  Oct.  17,  1919. 
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that  the  normal  tax,  or  part  of  it,  should  be  withheld  and 
paid  by  persons  having  the  receipt,  custody,  control  or  dis- 
posal of  the  nonresident  alien's  income:*  it  made  no  such 
provision  for  the  collection  of  the  surtax,  but  left  that  to  be 
returned  and  paid  in  substantially  the  same  way  as  in  the 
case  of  residents. 

The  Internal  Revenue  Bureau  concedes,  however,  that  it 
cannot  require  a  return  of  income  and  payment  of  the  sur- 
tax from  a  resident  between  whom  and  the  nonresident 
alien  for  whom  the  income  is  collected  there  exists  no  direct 
relationship.  Apparently  the  position  of  the  Bureau  is 
about  as  follows: 

(1)  If  A,  located  in  the  United  States,,  merely  holds  securi- 
ties or  other  property  for  B,  a  nonresident  alien,  and  col- 
lects the  income  therefrom  and  remits  it  to  B,  less  any  tax 
withheld  at  the  source,  he  must  make  a  return  and  pay  the 
additional  tax  for  B  if  the  income  is  prima  facie  3uff iciently 
large  to  subject  it  to  the  surtax  rates.  The  incongruities  of 
this  situation  are  obvious,  and  it  is  believed  the  Bureau 
could  not  enforce  its  ruling  upon  an  appeal  to  the  courts. 

(2)  If,  however.  A,  located  in  the  United  States,  holds  at 
the  request  of  B,  his  foreign  correspondent,  securities  which 
belong  to  C  and  others,  nonresident  aliens,  with  whom  A 
comes  in  no  direct  contact,  then  upon  remitting  the  income 
to  B  for  C  and  the  other  owners,  A  is  under  no  obligation 
to  render  returns  of  such  income  or  to  pay  the  tax  thereon. 
This  situation  includes  that  of  the  Dutch  Administration 
Offices,  which  hold  American  securities  and  issue  certifi- 
cates of  participation,  therein  in  small  denominations  to 
Dutch  investors,  and  which  often  collect  the  income  on  such 
securities  through  representatives  in  the  United  States.' 

§306.  Citizens  and  corporations  of  United  States  pos- 
sessions.— ^Any  individual  who  is  a  citizen  of  any  possession 
of  the  United  States  (but  not  otherwise  a  citizen  of  the 
United  States),  and  who  is  not  a  resident  of  the  United 
States,  shall  be  subject  to  taxation  only  as  to  income  derived 

»  See  U.  A.  1918.  Sec.  221(a).  ^  Cf.  T.  D.  2600,  March  9.  1918. 
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from  sources  within  the  United  States,  and  in  such  case  the 
tax  shall  be  computed  and  paid  in  the  same  manner  and  sub- 
ject to  the  same  conditions  as  in  the  case  of  other  persons 
who  are  taxable  only  as  to  income  derived  from  such 
sources.' 

''A  citizen  of  a  possession  of  the  United  States,  who  is 
not  otherwise  a  citizen  or  a  resident  of  the  United  States, 
including  only  the  States,  the  Territories  of  Alaska  and 
Hawaii,  and  the  District  of  Columbia,  is  treated  for  the 
purpose  of  the  tax  as  if  he  were  a  nonresident  alien  indi- 
vidual. See  articles  91-93,  271,  306,  807,  311,  316  and  404. 
His  income  from  sources  within  the  United  States  is  subject 
to  withholding.    See  section  221  and  articles  361-376.''* 

As  stated  in  §293,  a  corporation  organized  outside  the 
States,  the  Territories  of  Alaska  and  Hawaii,  and  the  Dis- 
trict of  Columbia,  is  regarded  as  a  foreign  corporation. 

The  Revenue  Act  of  1918  provided  that  in  Porto  Rico  and 
the  Philippine  Islands  the  income  tax  should  be  levied,  as- 
sessed, collected  and  paid  in  accordance  with  the  provisions 
of  the  Revenue  Act  of  1916  as  amended ;  that  returns  should 
be  made  and  taxes  should  be  paid  under  Title  I  of  such  Act 
in  Porto  Rico  or  the  PhiUppine  Islands  as  the  case  might  be 
by  (1)  every  individual  who  was  a  citizen  or  resident  of 
Porto  Rico  or  the  Philippine  Islands  or  derived  income  from 
sources  therein,  and  (2)  every  corporation  created  or  organ- 
ized in  Porto  Rico  or  the  Philippine  Islands  or  deriving  in- 
come from  sources  therein;  and  that  the  Porto  Rican  or 
Philippine  Legislature  should  have  power  by  due  enactment 
to  amend,  alter,  modify  or  repeal  the  income  tax  laws  in 
force  in  Porto  Rico  or  the  Philippine  Islands,  respectively.* 

On  March  7,  1919,  the  Philippine  legislature  enacted  an 
income  tax  statute  to  take  the  place  of  the  Revenue  Act  of 
1916.  The  new  law  is  modeled  very  closely  after  the  old. 

"In  Porto  Rico  and  the  Philippine  Islands  the  Revenue 
Act  of  1916,  as  amended,  is  in  force  and  the  Revenue  Act 
of  1918  is  not.  See  also  section  1400  of  the  statute.  No 
credit  against  net  income  is  allowed  individuals  and  no  de- 

s  R.  A.  1018,  Sec  260.  «  R.  A.  1018,  Sees.  261  and  1400(b). 

»  lleg.  45.  Art.  1121. 
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duction  from  gross  income  is  allowed  corporations  with  re- 
spect to  dividends  received  from  a  foreign  corporation 
(foreign  with  respect  to  the  United  States)  taxed  in  Porto 
Rico  or  the  Philippines,  but  having  no  income  from  sources 
within  the  United  States."' 

An  individual  who  is  neither  a  citizen  nor  a  resident  of 
Porto  Rico  or  the  Philippine  Islands,  but  derives  income  from 
sources  therein,  shall  be  taxed  in  Porto  Rico  or  the  Philippine 
Islands  as  a  nonresident  alien  individual,  and  a  corporation 
created  or  organized  outside  Porto  Rico  or  the  Philippine 
Islands  and  deriving  income  from  sources  therein  shall  be 
taxed  in  Porto  Rico  or  the  Philippine  Islands  as  a  foreign 
corporation/ 

"(a)  A  citizen  of  the  United  States  who  resides  in  Porto 
Rico,  and  a  citizen  of  Porto  Rico  who  resides  in  the  United 
States,  are  taxed  in  both  places,  but  the  income  tax  in  the 
United  States  is  credited  with  the  amount  of  any  income, 
war  profits  and  excess  profits  taxes  paid  in  Porto  Rico,  See 
section  222  of  the  statute  and  articles  381-384.  (ft)  A  resi- 
dent of  the  United  States,  who  is  not  a  citizen  of  Porto  Rico, 
is  taxable  in  Porto  Ricoc  as  a  nonresident  alien  individual 
on  any  income  derived  from  sources  within  Porto  Rico,  but 
the  income  tax  in  the  United  States  is  credited  with  the  tax 
paid  in  Porto  Rico,  (c)  A  resident  of  Porto  Rico,  who  is 
not  a  citizen  of  the  United  States,  is  taxable  in  the  United 
States  as  a  nonresident  alien  individual  on  any  income  de- 
rived from  sources  within  the  United  States,  and  receives 
no  credit.  See  also  section  260  and  article  1121.  The  same 
principles  apply  in  the  case  of  the  Philippine  Islands.'" 

"(a)  A  United  States  corporation  which  derives  income 
from  sources  within  Porto  Rico,  (ft)  a  Porto  Rico  corporation 
which  derives  income  from  sources  within  the  United  States, 
and  (c)  a  corporation  of  a  foreign  country  which  derives 
income  both  from  sources  within  Porto  Rico  and  from 
sources  within  the  United  States,  are  all  taxed  in  both  places. 
In  the  case  of  the  United  States  corporation  the  income,  war 
profits  and  excess  profits  taxes  in  the  United  States  are 

•  Reg.  46,  Art.  1131.  »  Regr.  4S,  Art.  1132. 

•  R.  A.  1918,  Sec.  261. 
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credited  with  the  amount  of  any  income,  war  profits  and  ex- 
cess profits  taxes  paid  in  Porto  Rico.  In  the  case  of  the 
Porto  Rico  corporation  there  is  no  such  credit.  See  section 
238  of  the  statute  and  article  611.  The  corporation  of  the 
foreign  country  deriving  income  from  both  places  is  subject 
to  no  double  taxation  so  far  as  the  United  States  and  Porto 
Rico  are  concerned.  For  the  purpose  of  withholding  a  Porto 
Rico  corporation  is  a  foreign  corporation.  See  section  287 
and  article  601.  The  same  principles  apply  in  the  case  of 
the  Philippine  Islands."* 

The  Internal  Revenue  Bureau  has  ruled  that  a  United 
States  corporation  owning  no  property  and  doing  no  business 
in  the  United  States,  but  doing  business  in  the  Philippines, 
need  not  withhold  the  two  per  cent  tax  from  the  interest  on 
its  tax-free  covenant  bonds  paid  nonresident  alien  indi- 
viduals and  nonresident  foreign  corporations  as  to  the 
United  States,  but  that  it  must  withhold  under  the  United 
States  statute  as  well  as  under  the  Philippine  law  from  pay- 
ments of  interest  to  citizens  and  residents  of  the  United 
States.  The  illogical  result  is  that  the  corporation  must 
pay  four  per  cent,  although  the  citizen  or  resident  bond- 
holder, by  reason  of  his  right  to  credit  any  tax  paid  in  the 
Philippines  against  his  tax  paid  here,  need  pay  the  two  per 
cent  only  once.* 

•  Rear.  46,  Art.  1183. 

•  Ruling  in  letter  from  Interna]  Revenue  Bureau  dated  Dec.  16,  1919. 
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Estates  and  Trusts 

§311.  Who  are  fiduciaries.— The  term  "fiduciary''  means  a 
guardian,  trustee,  executor,  administrator,  receiver,  con- 
servator or  any  person  acting  in  any  fiduciary  capacity  for 
any  person,  trust  or  estate/ 

"  'Fiduciary'  is  a  term  which  applies  to  all  persons  that 
occupy  positions  of  peculiar  confidence  toward  others,  such 
as  trustees,  executors  and  administrators,  and  a  fiduciary 
for  income  tax  purposes  is  a  person  who  holds  in  trust  an 
estate  to  which  another  has  the  beneficial  title  or  in  which 
another  has  a  beneficial  interest,  or  receives  and  controls  in- 
come of  another  as  in  the  case  of  receivers.  A  committee 
of  the  property  of  an  incompetent  person  is  a  fiduciary.  See 
sections  219  and  225  of  the  statute  and  articles  341-344  and 
421-425."« 

"There  may  be  a  fiduciary  relationship  between  an  agent 
and  a  principal,  but  the  word  *agent'  does  not  denote  a  fidu- 
ciary. A  fiduciary  relationship  can  not  be  created  by  a 
power  of  attorney.  An  agent  having  entire  charge  of  prop- 
erty, with  authority  to  effect  and  execute  leases  with 
tenants  entirely  on  his  own  responsibility  and  without  con- 
sulting his  principal,  merely  turning  over  the  net  profits 
from  the  property  periodically  to  his  principal  by  virtue  of 
authority  conferred  upon  him  by  a  power  of  attorney,  is 
not  a  fiduciary  within  the  meaning  of  the  statute.  In 
cases  where  no  legal  trust  has  been  created  in  the  estate 
controlled  by  the  agent  and  attorney  the  liability  to  make  a 
return  rests  with  the  principal."' 


^  R.  A.  1918,  Sec  200. 

«  Beg.  46,  Art  1521.    Cf.  T.  D.  2000,  Dec.  14,  1914. 

«  Reg.  45,  Art  1522. 
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§312.  When  tax  payable  by  fiduciary ^ — ^The  income  tax  at 
the  rates  for  individuals  applies  to  the  income  of  estates 
or  of  any  kind  of  property  held  in  trust.* 

In  the  case  of 

(1)  Income  received  by  estates  of  deceased  persons  dur- 
ing the  period  of  administration  or  settlement  of  the  estate, 
or 

(2)  Income  accumulated  in  trust  for  the  benefit  of  un- 
born or  unascertained  persons  or  persons  with  contingent 
interests,  or 

(3)  Income  held  for  future  distribution  under  the  terms 
of  the  will  of  trust, 

the  tax  shall  be  imposed  upon  the  net  income  of  the  estate 
or  trust  and  shall  be  paid  by  the  fiduciary,  except  that  in 
determining  the  net  income  of  the  estate  of  any  deceased 
person  during  the  period  of  administration  or  settlement 
there  may  be  deducted  the  amount  of  any  income  properly 
paid  or  credited  to  any  legatee,  heir  or  other  beneficiary. 
In  such  cases  the  estate  or  trust  shall,  for  the  purpose  of 
the  normal  tax,  be  allowed  the  same  credits  as  are  allowed 
to  single!  persons  in  §12.* 

''In  the  case  of  (a)  estates  of  decedents  before  final  settle- 
ment and  of  (5)  trusts,  whether  created  by  will  or  deed,  for 
accumulation  of  income,  whether  for  unascertained  per- 
sons or  persons  with  contingent  interests  or  otherwise, 
the  income  is  taxed  to  the  fiduciary  as  to  any  single 
individual,  except  that  from  the  income  of  a  de- 
cedent's estate  there  may  first  be  deducted  any 
amount  of  income  properly  paid  or  credited  to  a  bene- 
ficiary. See  section  200  of  the  statute  and  articles  1521  and 
1522.  Where  under  the  terms  of  the  will  or  deed  the  trustee 
may  in  his  discretion  distribute  the  income  or  accumulate 
it,  the  income  is  taxed  to  the  trustee,  irrespective  of  the 
exercise  of  his  discretion.    The  imposition  of  the  tax  is  not 

*  R.  A.  1918,  Sec.  219(a).  Cf.  (1),  under  the  Revenue  Act  of  1913,  R.  A.  191.% 
Sec.  II  D  and  B;  T.  D.  1906,  Nov.  28.  1918;  Reg.  83,  Jan.  6,  191^,  articles  71 
74  and  75;  T.  D.  1943,  Feb.  4,  1914;  T.  D.  2231.  July  26.  1915;  T.  D.  2289.  Jan. 
28,  1916;  and  (2).  under  the  Reyenue  Act  of  1916,  R.  A.  1916,  Sees.  2(b),  7  and 
8(c);  Reg.  88  (revlaed),  Jan.  2.  1918,  paragraphs  7,  24,  186,  193,  202,  2ffl  and 
208* 

BR.  A.  1918,  Sec.  219(c). 

348 

Digitized  by  VjOOQIC 


WHEN  TAX  PAYABLE  BY  FIDUCIARY  §  318 

affected  by  the  fact  that  an  ultimate  beneficiary  may  be  a 
person  exempt  from  tax.  A  statutory  allowance  paid  a 
widow  out  of  the  corpus  of  the  estate  is  not  deductible  from 
gross  income.  As  an  intestate's  real  estate  does  not  pass 
to  his  administrator,  upon  a  sale  by  the  heirs,  whether  be- 
fore or  after  settlement  of  the  estate,  each  heir  is  taxed  in- 
dividually on  any  profit  derived."* 

**The  'period  of  administration  or  settlement  of  the  estate' 
is  the  period  required  by  the  executor  or  administrator  to 
perform  the  ordinary  duties  pertainingr  to  administration, 
in  particular  the  collection  of  assets  and  the  payment  of 
debts  and  legacies.  It  is  the  time  actually  required  for  this 
purpose,  whether  longer  or  shorter  than  the  period  specified 
in  the  local  statute  for  the  settlement  of  estates.  Where  an 
executor,  who  is  also  named  as  trustee,  fails  to  obtain  his 
discharge  as  executor,  the  period  of  administration  con- 
tinues up  to  the  time  when  the  duties  of  administration  are 
complete  and  he  actually  assumes  his  duties  as  trustee, 
whether  pursuant  to  an  order  of  the  court  or  not.  No  tax- 
able income  is  realized  from  the  passage  of  property  to  the 
executor  or  administrator  on  the  death  of  the  decedent, 
even  though  it  may  have  appreciated  in  value  since  the  de- 
cedent acquired  it.  In  the  event  of  delivery  of  property  in 
kind  to  a  legatee  or  distributee,  no  income  is  realized.  Where, 
however,  the  executor  sells  property  of  the  estate  for  more 
than  its  value  at  the  death  of  the  decedent,  the  excess  is 
income  taxable  to  the  estate.    See  article  1562."' 

"Liability  for  payment  of  the  tax  attaches  to  the  person 
of  an  executor  or  administrator  up  to  and  after  his  dis- 
charge, where  prior  to  distribution  and  discharge  he  had 
notice  of  his  tax  obligations  or  failed  to  exercise  due  dili- 
gence in  determining  whether  or  not  such  obligations  ex- 
isted. Liability  for  the  tax  also  follows  the  estate  itself,  and 
when  by  reason  of  the  distribution  of  the  estate  and  the  dis- 
charge of  the  executor  or  administrator  it  appears  that  col- 
lection of  the  tax  can  not  be  made  from  the  executor  or  ad- 
ministrator, the  legatees  or  distributees  must  account  for 

•  Beg.  45,  Art  842. 

»  Beg.  45,  Art.  848.   Of.  T.  D.  2570,  Not.  6.  1917. 
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Uieir  proportionate  share  of  the  tax  due  and  unpaid.  The 
same  considerations  apply  to  other  trusts.  Where  the  tax 
has  been  paid  on  the  net  income  of  an  estate  or  trust  by  the 
fiduciary,  such  income  is  free  from  tax  when  distributed  to 
the  beneficiaries/'* 


§313.  When  tax  payable  by  beneficiary.^— In  the  case  of 

(1)  Income  which  is  to  be  distributed  to  the  beneficiaries 
periodically,  whether  or  not  at  regular  intervals,  or 

(2)  Income  collected  by  a  guardian  of  an  infant  to  be 
held  or  distributed  as  the  court  may  direct,  or 

(3)  Any  income  of  an  estate  during  the  period  of  adminis- 
tration or  settlement  properly  paid  or  credited  to  any  lega- 
tee, heir  or  other  beneficiary,  the  tax  shall  not  be  paid  by  the 
fiduciary,  but  there  shall  be  included  in  computing  the  net  in- 
come of  each  beneficiary  his  distributive  share,  whether  dis* 
tributed  or  not,  of  the  net  income  of  the  estate  or  trust  for 
the  taxable  year,  or,  if  his  net  income  for  such  taxable  year 
is  computed  upon  the  basis  of  a  period  different  from  that 
upon  the  basis  of  which  the  net  income  of  the  estate  or  trust 
is  computed,  then  his  distributive  share  of  the  net  income 
of  the  estate  or  trust  for  any  accounting  period  of  such 
estate  or  trust  ending  within  the  fiscal  or  calendar  year  upon 
the  basis  of  which  such  beneficiary's  net  income  is  computed. 
In  such  cases  the  beneficiary  shall,  for  the  purpose  of  the 
normal  tax,  be  allowed  as  credits  in  addition  to  the  credits 
allowed  to  him  in  §12  his  proportionate  share  of  such 
amounts  of  dividends  from  a  taxable  corporation  and  of  not 
wholly  exempt  interest  upon  obligations  of  the  United  States 
and  bonds  issued  by  the  War  Finance  Corporation  as  are 
received  by  the  estate  or  trust.* 

"In  the  case  of  (o)  a  trust  the  income  of  which  is  distribu- 
table periodically,  (h)  an  ordinary  guardianship  of  a  minor, 
and  (c)  an  estate  of  a  decedent  before  final  settlement  as  to 
any  income  properly  paid  or  credited  as  such  to  a  benefi- 
ciary, the  income  is  taxable  directly  to  the  beneficiary  or 

•  Bar  tf,  Art  844.  •  B.  ▲.  191S.  S«e.  219(d). 
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beneficiaries.  Each  beneficiary  must  include  in  his  return 
his  distributive  share  of  the  net  income,  even  though  not 
yet  paid  him,  but  if  the  taxable  year  on  the  basis  of  which 
he  makes  his  returns  fails  to  coincide  with  the  annual  ac- 
counting period  of  the  estate  or  trust,  then  he  need  only 
include  in  his  return  his  distributive  share  for  such  account- 
ing period  ending  within  his  taxable  year.  The  regulations 
governing  partnerships  are  generally  applicable  to  such  an 
estate  or  trust.    See  articles  321-327."' 

''(a)  In  the  case  of  an  estate  or  trust  taxed  to  the  fidu- 
ciary it  is  allowed  the  same  credits  against  net  income  as  a 
single  person,  including  a  personal  exemption  of  $1,000,  but 
no  credit  for  dependents.  (5)  In  the  case  of  an  estate  or 
trust  taxed  to  the  beneficiaries  each  beneficiary  is  allowed 
for  the  purpose  of  the  normal  tax,  in  addition  to  his  indi- 
vidual credits,  his  proportionate  share  of  such  dividends 
from  domestic  and  resident  foreign  corporations  and  of  such 
interest  not  entirely  exempt  from  tax  upon  obligations  of 
the  United  States  and  bonds  of  the  War  Finance  Corpora- 
tion as  are  received  by  the  estate  or  trust.  Each  benefi- 
ciary is  entitled  to  but  one  personal  exemption,  no  matter 
from  how  many  trusts  he  may  receive  income.  See  section 
216  of  the  statute  and  articles  301-307."* 

The  tax  itself  shall  be  credited  in  the  case  of  any  citizen 
or  resident  who  is  a  beneficiary  of  an  estate  or  trust  with 
his  proportionate  share  of  any  income,  war  profits  or  excess 
profits  taxes  of  the  estate  or  trust  paid  during  the  taxable 
year  to  a  foreign  country  or  to  any  possession  of  the  United 
States,  as  the  case  may  be,  in  accordance  with  §§41-43.' 

§314.  Income  subject  to  tax. — ^The  net  income  of  the  es- 
tate or  trust  shall  be  computed  in  the  same  manner  and  on 
the  same  basis  as  provided  in  chapter  16,  except  that  there 
shall  also  be  allowed  as  a  deduction  (in  lieu  of  the  deduc- 
tion for  charitable  contributions  described  in  §115) 
any  part  of  the  gross  income  which,  pursuant  to  the  terms 
of  the  will  or  deed  creating  the  trust,  is  during  the  taxable 

1  Reg.  45.  Art.  846.  «  R.  A.  1918,  Bee  222(a)(4). 

*  Reg.  46.  Art.  MA. 

861 

Digitized  by  VjOOQIC 


§  314  ESTATES  AND  TRUSTS 

year  paid  to  or  permanently  set  aside  for  the  United  States, 
any  State,  Territory,  or  any  political  subdivision  thereof,  or 
the  District  of  Columbia,  or  any  corporation  organized  and 
operated  exclusively  for  religious,  charitable,  scientific  or 
educational  purposes,  qr  for  the  prevention  of  cruelty  to 
children  or  animals,  no  part  of  the  net  earnings  of  which 
inures  to  the  benefit  of  any  private  stockholder  or  indi- 
viduaL^ 

''While  certain  estates  and  trusts  are  subject  to  tax  as 
such  and  others  are  not,  the  fiduciary  in  every  case  is  re- 
quired to  make  a  return  of  income.  See  section  225  of  the 
statute  and  articles  421-426.  The  net  income  of  an  estate  or 
trust  shall  be  computed  in  the  same  manner  and  on  the  same 
basis  as  the  net  income  of  an  individual,  except  that  in  place 
of  the  deduction  allowed  individuals  of  certain  gifts  or  con- 
tributions there  may  be  deducted  from  the  gross  income 
any  part  of  it  which  during  the  taxable  year  is  pursuant  to 
the  will  or  trust  deed  paid  to  or  permanently  set  aside  for 
the  United  States,  a  State,  a  Territory,  or  any  political  sub- 
division thereof,  the  District  of  Columbia,  or  any  corpora- 
tion or  association  of  the  kind  described  in  section  231  (6) 
of  the  statute  and  article  517.  See  section  212  and  articles 
21-26.  The  income  of  a  revocable  trust  must  be  included 
in  the  gross  income  of  the  grantor."' 

If  A  creates  a  trust,  the  income  to  be  paid  to  A's  wife  for 
her  life,  with  the  remainder  over  to  A  or  as  he  may  direct, 
the  income  from  the  trust  property  during  the  wife's  life  is 
undoubtedly  taxable  to  her  and  not  to  A.  The  foregoing 
paragraph  provides  that  the  income  of  a  revocable  trust 
must  be  included  in  the  gross  income  of  the  grantor,  but  the 
assumed  trust  is  not  revocable  and  the  Internal  Revenue 
Bureau  is  none  too  confident  of  its  position  on  the  revocable 
trust. 

Where  hberty  bonds  or  other  partially  tax  exempt  securi- 
ties are  owned  by  an  estate  or  trust,  the  following  regula- 
tion applies. 

*  B.  A.  1918.  Sec.  219(b).  Cf.  T.  D.  2281.  Jnly  26.  1915;  T.  D.  2267.  Nov.  5, 
1915. 

•  Beg.  46,  Art  Ml. 
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"(a)  When  income  tax  is  taxable  to  beneficiaries,  as  in 
the  case  of  a  trust  the  income  of  which  is  to  be  distributed 
to  the  beneficiaries  periodically,  each  beneficiary  is  regarded 
as  the  owner  of  a  proportionate  part  of  the  bonds  held  in 
trust  and  is  entitled  to  exemption  on  account  of  such  own- 
ership as  if  he  owned  such  proportionate  part  of  the  bonds 
directly.  In  such  a  case  a  subscription  by  a  trustee  for 
bonds  of  the  fourth  liberty  loan,  or  notes  of  the  victory  lib- 
erty loan,  constitutes  each  beneficiary  existing  at  the  time 
of  such  subscription  an  original  subscriber  for  his  propor- 
tionate part  of  such  bonds  or  notes,  as  the  case  may  be,  and 
entitles  such  beneficiary  to  the  appropriate  collateral  exemp- 
tion of  interest  on  bonds  of  previous  issues,  whether  owned 
by  such  beneficiary  or  by  the  trustee,  as  if  the  beneficiary 
had  himself  originally  subscribed  for  such  proportionate 
part  of  the  bonds  or  notes ;  and  a  subscription  by  such  bene- 
ficiary for  bonds  of  the  fourth  liberty  loan  or  notes  of  the 
victory  Mberty  loan,  as  the  case  may  be,  entitles  him  to  the 
appropriate  collateral  exemption  of  interest  on  bonds  of 
previous  issues  held  by  the  trustee.  (5)  When,  on  the  other 
hand,  income  is  taxable  to  the  trustee,  as  in  the  case  of  a 
trust  the  income  of  which  is  accumulated  for  the  benefit  of 
unborn  or  unascertained  persons,  the  trustee  is  regarded 
as  the  owner  of  all  the  bonds  held  in  trust  and  the  trust  is 
entitled  to  exemption  on  account  of  such  ownership.  In  such 
a  case  a  subscription  by  a  trustee  constitutes  the  trustee  as 
such  the  original  subscriber  and  entitles  the  trust,  on  ac- 
count of  such  subscription,  to  the  collateral  exemption  of 
interest  on  bonds  of  previous  issues."' 

The  beneficiaries  of  an  estate  or  trust  are  entitled  to  the 
benefit  of  the  deduction  for  net  losses  described  in  §134.' 

In  the  preUminary  edition  of  Regxilations  45  and  in  the 
regulations  under  the  Revenue  Act  of  1916,  as  amended, 
a  deduction  for  depreciation  of  trust  property  was  allowed 
only  where  the  terms  of  the  will  or  trust  or  the  decree  of  a 
court  of  competent  jurisdiction  required  the  corpus  of  the 

•  Reg.  45.  Art.  8L   Ct  T.  D.  2762.  Oct  18,  1918. 
7  B.  A.  lil8,  Sec.  aM(e). 
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estate  to  be  kept  intact.    This  rule  was  omitted  from  the 
final  edition  of  Resrulations  45. 

§316.  Return  and  payment  of  tax. — Every  fiduciary  (ex- 
cept certain  receivers)  must  make  under  oath  a  return  for 
the  individual,  estate  or  trust  for  which  he  acts  (1)  if  the 
net  income  of  such  individual  is  $1,000  or  over  if  single  or  if 
married  and  not  living  with  husband  or  wife,  or  $2,000  or 
over  if  married  and  living  with  husband  or  wife,  or  (2)  if 
the  net  income  of  such  estate  or  trust  is  $1,000  or  over  or 
if  any  beneficiary  of  such  estate  or  trust  is  a  nonresident 
alien,  stating  specifically  the  items  of  the  gross  income  and 
the  deductions  and  credits  allowed  by  the  statute.  A  return 
made  by  one  of  two  or  more  joint  fiduciaries  and  filed  in 
the  office  of  the  collector  of  the  district  where  such  fiduciary 
resides  is  a  sufficient  compliance  with  the  above  require- 
ment. The  fiduciary  shall  make  oath  that  he  has  sufficient 
knowledge  of  the  affairs  of  such  individual,  estate  or  trust 
to  enable  him  to  make  the  return,  and  that  the  same  is  to 
the  best  of  his  knowledge  and  belief  true  and  correct.  Fi- 
duciaries required  to  make  returns  are  subject  to  all  the 
provisions  of  the  statute  which  apply  to  individuals/ 

"Every  fiduciary,  or  at  least  one  of  joint  fiduciaries,  must 
make  a  return  of  income  (a)  for  the  individual  whose  income 
is  in  his  charge,  if  the  net  income  of  such  individual  is 
$2,000  or  over  if  married  and  living  with  husband  or  wife  or 
is  $1,000  or  over  in  other  cases,  or  (6)  for  the  estate  or 
trust  for  which  he  acts,  if  the  net  income  of  such  estate  or 
trust  is  $1,000  or  over  or  if  any  beneficiary  of  such  estate 
or  trust  is  a  nonresident  alien.  The  return  in  case  (a)  and 
also  in  case  (5)  if  the  tax  is  payable  by  the  fiduciary  shall 
be  on  form  1040  (revised) ,  except  that  it  may  be  on  short 
form  1040A  (revised)  where  the  net  income  does  not  ex- 
ceed $5,000.  The  return  shall  be  on  form  1041  (revised)  in 
case  (6)  if  the  tax  is  payable  by  the  beneficiaries.  In  such 
a  case  the  fiduciary  shall  include  in  the  return  a  statement 
of  each  beneficiar/s  distributive  share  of  the  net  income, 

»  R.  A.  1918,  Sees.  219(b)  and  225.  Cf.  T.  D.  1906,  Nov.  28.  WIS;  T.  D.  104», 
Feb.  4.  1914;  T.  D.  2281,  jQly  28,  1915;  T.  D.  2289,  Jan.  28,  101(1. 
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whether  or  not  distributed  before  the  close  of  the  taxable 
year  for  which  the  return  is  made.  See  section  219  of  the 
statute  and  articles  341-346.  If  the  net  income  of  a  decedent 
from  the  beginning  of  the  taxable  year  to  the  date  of  his 
death  was  $1,000,  if  unmarried,  or  $2,000,  if  married,  the 
execute  or  administrator  shall  make  a  return  for  such  de- 
cedent.   See  article  305."* 

''As  soon  as  possible  after  his  appointment  and  qualifica- 
tion, without  waiting  for  the  close  of  the  taxable  year,  an 
executor  or  administrator  shall  file  a  return  of  income  for 
the  decedent.  Upon  the  completion  of  the  administration  of 
an  estate  and  final  accounting  an  executor  or  administrator 
shall  file  a  return  of  income  of  the  estate  for  the  portion  of 
the  taxable  year  in  which  the  administration  was  closed, 
attaching  to  the  return  a  certified  copy  of  the  order  for  his 
discharge.  An  ancillary  administrator  need  make  no  sepa- 
rate return  if  the  domiciliary  administrator  includes  in  his 
return  the  entire  income  of  the  estate.  Similarly,  upon  the 
termination  of  any  other  trust  the  trustee  shall  make  a  re- 
turn without  waiting  for  the  close  of  the  taxable  year.  In 
any  such  case  the  requirements  with  respect  to  the  pay- 
ment of  the  tax  are  the  same  as  if  the  return  were  for  a 
full  taxable  year  closing  at  the  end  of  the  month  during 
which  the  decedent  dies  or  the  estate  is  settled  or  the  trust 
is  terminated,  as  the  case  may  be.  The  pasrment  of  the  tax 
before  the  end  of  the  taxable  year  in  such  circumstances 
does  not  relieve  the  taxpayer  from  liability  for  any  addi- 
tional tax  which  might  subsequently  be  imposed  upon  in- 
come of  the  taxable  year.^'^ 

''A  fiduciary  acting  as  the  guardian  of  a  minor  having  a 
net  income  of  $1,000  or  $2,000,  according  to  the  marital 
status  of  such  person,  must  make  a  return  for  such  minor 
on  form  1040  (revised)  or  1040A  (revised)  and  pay  the  tax, 
unless  such  minor  himself  makes  a  return  or  causes  it  to  be 
made.  A  fiduciary  acting  as  the  committee  of  an  insane 
person  having  an  income  of  $1,000  or  $2,000,  according  to 
the  marital  0tatus  of  such  person,  must  make  a  return  for 

•  Bef .  46,  Art.  421.  ^  Beg.  46,  Art  442. 
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such  incompetent  on  form  1040  (revised)  or  1040A  (re- 
vised )and  pay  the  tax."* 

"In  the  case  of  two  or  more  trusts  the  income  of  which  is 
taxable  to  the  beneficiaries,  which  were  created  by  the  same 
person  and  are  in  charge  of  the  same  trustee,  the  trustee 
shall  make  a  single  return  on  form  1041  (revised)  for  all 
such  trusts,  notwithstanding  that  they  may  arise  from  dif- 
ferent instruments.  When,  however,  a  trustee  holds  trusts 
created  by  different  persons  for  the  benefit  of  the  same  bene- 
ficiary, he  shall  make  a  return  on  form  1041  (revised)  for 
each  trust  separately."' 

"Where  a  citizen  or  resident  fiduciary  has  the  distribution 
of  trust  income  for  which  there  is  a  nonresident  alien  bene- 
ficiary, the  fiduciary  must  make  a  return  on  form  1040  (re- 
vised) or  1040A  (revised)  for  such  nonresident  alien  and 
pay  the  tax.  If  there  are  two  or  more  beneficiaries,  the 
fiduciary  shall  render  a  return  on  form  1041  (revised)  and 
also  return  on  form  1040  (revised)  or  1040A  (revised) 
for  each  nonresident  alien  beneficiary."* 

The  last  paragraph,  in  requiring  the  fiduciary  to  render 
returns  and  to  pay  the  tax  for  nonresident  alien  beneficiaries, 
seems  contrary  to  the  statute,  which  provides  that  where 
income  is  distributable  periodically  the  tax  shall  not  be  paid 
by  the  fiduciary.'  It  is  believed  that  the  regulation  should  be 
modified  to  provide  substantially  as  follows: 

"In  the  case  of  any  estate  or  trust  of  which  a  nonresident 
alien  is  a  beneficiary  the  fiduciary,  whether  resident  or  non- 
resident, shall  render  a  return  without  regard  to  the  amount 
of  income.  If  the  income  is  to  be  distributed  to  the  bene- 
ficiaries periodically,  the  fiduciary  shall  make  a  return  on 
form  1041  (revised)  and  each  nonresident  alien  beneficiary 
shall  make  or  have  made  a  return  on  form  1040  (revised) 
or  form  1040A  (revised)." 

See  also  the  discussion  in  §305. 

Fiduciaries  are  required  to  withhold  at  the  source  in  ac- 
cordance with  chapter  21  and  to  render  returns  of  informa- 
tion as  indicated  in  §231  and  the  following  article. 

a  ReflT.  45.  Art.  422.  *  Regr.  45.  Art.  425. 

•  Reff.  45.  Aft.  428.  •  R.  A.  1018.  Sec.  219(d). 
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"Partnerships  and  personal  service  corporations  shall  pre- 
I)are  reports  on  form  1099  (revised)  for  each  member  of 
the  partnership  or  personal  service  corporation,  and  fidu- 
ciaries shall  prepare  such  reports  for  each  beneficiary  of  the 
estate  or  trust,  showing  in  every  case  the  distributive  shares 
of  the  members  or  beneficiaries,  whether  or  not  actually 
distributed.  The  words  "Partnership,"  "Personal  service 
corporation"  or  "Fiduciary,"  as  the  case  may  be,  should  be 
entered  on  the  blank  line  of  the  form  under  "Kind  of  in- 
come paid."  Such  reports  on  form  1099  (revised)  are  to  be 
filed  with  the  collector  with  the  returns  of  income  of  such 
partnerships,  personal  service  corporations  or  fiduciaries,  in- 
stead of  being  transmitted  to  the  Commissioner  accom- 
panied by  form  1096  (revised)."' 

In  the  case  of  interest  on  corporate  obligations  the  cor- 
poration and  not  the  fiduciary  is  the  withholding  agent. 

"When  fiduciaries  have  the  control  and  custody  of  more 
than  one  estate  or  trust,  and  such  estates  and  trusts  have 
as  assets  bonds  bf  corporations  and  other  securities,  a  cer- 
tificate of  ownership  shall  be  executed  for  each  estate  or 
trust  regardless  of  the  fact  that  the  bonds  are  of  the  same 
issue.  When  bonds  are  owned  jointly  by  several  persons,  a 
separate  ownership  certificate  must  be  executed  in  behalf 
of  each  of  the  owners."^ 

The  following  supplement  to  this  regulation  is  suggested 
as  in  conformity  with  the  law  and  with  convenient  practice, 
but  without  any  official  sanction : 

"In  the  case  of  a  trust  the  income  of  which  is  to  be  distrib- 
uted to  the  beneficiaries  periodically,  a  fiduciary  may  file 
ownership  certificates  in  the  names  of  the  beneficiaries,  in 
which  event  the  obhgor  corporation  shall  withhold  the  tax 
in  accordance  with  the  status  of  such  beneficiaries.  If  a  non- 
resident alien  fiduciary  fails  to  furnish  such  certificates  of 
the  beneficiaries,  the  tax  shall  be  withheld  according  to  his 
status,  and  he  must  withhold  and  adjust  the  tax  upon  pay- 
ing over  the  interest  to  the  beneficiaries  according  as  they 
are  severally  residents  or  nonresidents,  individuals  or  cor- 
porations." 

•  Reg.  45,  Art.  1073.  ?  Beg.  45,  Art.  374. 
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§316.  ReceiTers  and  trustees  in  bankmptey^ — ^''A  receiver 
who  stands  in  the  stead  of  an  individual  or  corporation  must 
render  a  return  of  income  and  pay  the  tax  for  his  trust,  but 
a  receiver  of  only  part  of  the  property  of  an  individual  or 
corporation  need  not.  If  the  receiver  acts  for  an  individual 
the  return  shall  be  on  form  1040  (revised)  or  1040A  (re- 
vised). When  acting  for  a  corporation  a  receiver  is  not 
treated  as  a  fiduciary,  and  in  such  a  case  the  return  shall  be 
made  as  if  by  the  corporation  itself.  See  section  289  of  the 
statute  and  the  article  622.  A  receiver  in  charge  of  the 
business  of  a  partnership  shall  render  a  return  on  form  1065 
(revised).  A  receiver  of  the  rents  and  profits  appointed  to 
hold  and  operate  a  mortgaged  parcel  of  real  estate,  but  not 
in  control  of  all  the  property  or  business  of  the  mortgagor, 
and  a  receiver  in  partition  proceedings,  are  not  required  to 
render  returns  of  income.  In  general,  statut(Mry  receivers 
and  common  law  receivers  of  all  the  property  or  business  of 
an  individual  or  corporation  must  make  returns.  See  also 
section  256  of  the  statute  and  articles  lOTl-lOSO."* 

A  trustee  in  bankruptcy  or  an  assignee  for  the  benefit  of 
creditors,  when  representing  the  estate  of  an  individual,  is 
treated  like  other  fiduciaries. 

In  cases  where  receivers,  trustees  in  bankruptcy  or  as- 
signees are  operating  the  property  or  business  of  corpora- 
tions, such  receivers,  trustees  or  assignees  shall  make  re- 
turns for  such  corporations  in  the  same  manner  and  form 
as  corporations  are  required  to  make  returns.  Any  tax  due 
on  the  basis  of  such  returns  made  by  receivers,  trustees  or 
assignees  shall  be  collected  in  the  same  manner  as  if  col- 
lected from  the  corporations  of  whose  business  or  property 
they  have  custody  and  control.* 

"Receivers,  trustees  in  dissolution,  trustees  in  bank- 
ruptcy, and  assignees,  operating  the  property  or  business  of 
corporations,  must  make  returns  of  income  for  such  cor- 
porations on  form  1120,  covering  each  year  or  part  of  a 
year  during  which  they  are  in  control.  Notwithstanding 
that  the  powers  and  functions  of  a  corporation  are  sus- 

•  R«g.  46,  Art  424.    8m  R.  A.  1918,  Sac  226. 

•  R.  A.  1918,  Sec.  289. 
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pended  and  that  the  property  and  business  are  for  the  time 
being  in  the  custody  of  the  receiver,  trustee  or  assignee, 
subject  to  the  order  of  the  court,  such  receiver,  trustee  or 
assignee  stands  in  the  place  of  the  corporate  officers  and  is 
required  to  perform  all  the  duties  and  assume  all  the  lia- 
bilities which  would  devolve  upon  the  officers  of  the  cor- 
poration were  they  in  control.  A  receiver  in  charge  of  only 
part  of  the  property  of  a  corporation,  however,  as  a  receiver 
in  mortgage  foreclosure  proceedings  involving  merely  a 
small  portion  of  its  property,  need  not  make  a  return  of 
income.    See  articles  424  and  547.'" 

1  Reg.  46,  Art.  622.  Of.  Penn.  Steel  Ca.  ▼.  N.  Y.  City  By.  Co.,  176  Fed.  472, 
193  Fed.  286.  198  Fed.  774  (B.  A.  1909) ;  United  SUtes  v.  Whltridse,  231  U.  S. 
144  (R.  A.  1900);  United  States  t.  Qen.  Inspection  A  Loading  Co.,  192  Fed. 
223  (R.  A.  1909) ;  Scott  v.  West.  Pac.  R.  B.  Co..  246  Fed.  545  (B.  A.  1913) ;  Equi- 
table Trust  Co.  T.  West  Pac.  By.  Co.,  236  Fed.  813  (B.  A.  1913). 
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CHAPTER  32 

Partnerships 

§321.  Method  of  taxation. — ^Individuals  carrying  on  busi- 
ness in  partnership  are  liable  for  income  tax  only  in  their 
individual  capacity.  There  must  be  included  in  computing 
the  net  income  of  each  partner  his  distributive  share, 
whether  distributed  or  not,  of  the  net  income  of  the  part- 
nership for  the  taxable  year,  or,  if  his  net  income  for  such 
taxable  year  is  computed  upon  the  basis  of  a  period  different 
from  that  upon  the  basis  of  which  the  net  income  of  the 
partnership  is  computed,  then  his  distributive  share  of  the 
net  income  of  the  partnership  for  any  accounting  period  of 
the  partnership  ending  within  the  fiscal  or  calendar  year 
upon  the  basis  of  which  the  partner's  net  income  is  com- 
puted.' The  net  income  of  the  partnership  shall  be  com- 
puted in  the  same  manner  and  on  the  same  basis  as  pro- 
vided in  chapter  16,  except  that  the  deduction  for  charit- 
able contributions  provided  in  §115  is  not  allowed.* 

"Partnerships  as  such  are  not  subject  to  taxation  under 
the  statute,  but  are  required  to  make  returns  of  income. 
See  section  224  of  the  statute  and  articles  411  and  412.  In- 
dividuals carrying  on  business  in  partnership  are,  however, 
taxable  upon  their  distributive  shares  of  the  net  income  of 
such  partnerships,  whether  distributed  or  not,  and  are  re- 
quired to  include  such  distributive  shares  in  their  returns. 
The  net  income  of  a  partnership  shall  be  computed  in  the 
same  manner  and  on  the  same  basis  as  the  net  income  of 
an  individual,  except  that  the  deduction  of  contributions  or 
gifts  is  not  permitted.  See  section  212  and  articles  21-26. 
As  to  the  excess  profits  tax  on  partnerships  with  fiscal  years 
ending  in  1918  see  section  335(c)."* 

"The  distributive  share  of  the  net  income  of  a  partnership 
which  a  partner  is  required  to  include  in  his  return  is  his 

«  R.  A.  1918,  Sec.  218(a).    Cf.  T.  D.  1905,  Nov.  28,  1913;  T.  D.  1957,  March  32, 
1914. 
>R.  A.  1918,   Sec.   218(d). 
*  Beg.  45,  Art.  821. 
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proportionate  share  of  the  net  income  of  the  pai*tnership, 
either  (a)  for  the  taxable  year  upon  the  basis  of  which  the 
I)artner's  net  income  is  computed,  or  (&),  if  the  partner's 
net  income  is  computed  upon  the  basis  of  a  taxable  year 
different  from  that  upon  the  basis  of  which  the  net  income 
of  the  partnership  is  computed,  for  the  taxable  year  of  the 
partnership  ending  within  the  taxable  year  upon  the  basis 
of  which  the  partner's  net  income  is  computed.  Amounts 
earned  and  distributed  to  a  partner  by  a  partnership  after 
the  end  of  its  taxable  year  and  before  the  end  of  his  cor- 
responding taxable  year  should  be  accounted  for  both  by  the 
partnership  and  by  the  partner  in  their  returns  for  their 
next  succeeding  taxable  years.'" 

The  members  of  a  partnership  are  entitled  to  the  benefit  of 
the  deduction  for  net  losses  described  in  §134.'' 

Where  liberty  bonds  or  other  partially  tax  exempt  securi- 
ties are  owned  by  a  partnership  each  partner  is  treated  as 
the  owner  of  such  bonds  to  the  extent  of  his  partnership 
interest  for  the  purpose  of  separately  claiming  the  partial 
exemption. 

''As  income  of  a  partnership  is  taxable  to  the  individual 
partners,  each  partner  is  treated  as  the  owner  of  a  pro- 
portionate part  of  the  bonds  held  by  the  partnership  and  is 
entitled  to  exemption  on  account  of  such  ownership  as  if 
such  partner  owned  such  proportionate  part  of  the  bonds 
directly.  Such  partner,  if  a  partner  at  the  time  of  the  orig- 
inal subscription  by  the  partnership  for  bonds  of  the  fourth 
liberty  loan  or  notes  of  the  victory  liberty  loan,  as  the  case 
may  be,  is  treated  as  an  original  subscriber  for  a  propor- 
tionate part  of  such  bonds  or  notes  subscribed  for  by  the 
partnership  and  is  entitled  to  the  appropriate  collateral 
exemption  of  interest  on  bonds  of  previous  issues  on  account 
of  such  original  subscription  for  bonds  or  notes  as  if  he  had 
subscribed  directly  for  such  proportionate  part.  This  prin- 
cipal also  applies  to  stockholders  in  personal  service  corpo* 
rations.'" 

•  ReflT.  46.  Art  822. 

•  R.  A.  1&18,  Sec.  204(c). 

V  Reg.  45,  Art.  82.  Cf.  T.  D.  209d,  Dec.  14,  1914;  T.  D.  2337,  June  1,  1916; 
T.  D.  §762,  Oct  18,  IMA. 
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Each  partner  shall,  for  the  purpose  of  the  normal  tax,  be 
allowed  as  credits,  in  addition  to  the  cre<Ut6  allowed  to  him 
in  §12,  his  proportionate  share  of  such  amounts  speci- 
fied in  subdivisions  (a)  and  (b)  of  §12  as  are  received  by  the 
partnership/ 

.The  tax  itself  shall  be  credited  in  the  case  of  any  citiz^i 
or  resident  who  is  a  member  of  a  partnership  with  his  pro- 
portionate share  of  any  income,  war  profits  or  excess  profits 
taxes  of  the  partnership  paid  during  the  taxable  year  to  a 
forei^  country  or  to  any  possession  of  the  United  States, 
as  the  case  may  be,  in  accordance  with  §§41-43/ 

*1n  addition  to  the  credits  ordinarily  allowed  to  an  indi- 
vidual, a  partner  is  entitled  to  the  following  credits:  (a)  a 
credit  against  net  income  for  the  purpose  of  the  normal  tax 
only  of  his  proportionate  share  of  such  dividends  from  cor- 
porations subject  to  tax  and  of  such  interest  not  entirely 
exempt  from  tax  upon  obligations  of  the  United  States  and 
bonds  of  the  War  Finance  C!on)oration  as  are  received  by 
the  partnership;  and  (h)  a  credit  against  income  tax  of  the 
partner's  proportionate  share  of  any  income,  war  profits 
and  excess  profits  taxes  of  the  partnership  paid  or  accrued 
during  the  taxable  year  to  a  foreign  country  upon  income 
derived  from  sources  therein,  or  to  any  possession  of  the 
United  States,  subject  to  the  limitations  of  section  222  of 
the  statute.  See  section  216  and  articles  801  and  381- 
884.''^ 

§322.  Fiscal  years. — ^If  a  fiscal  year  of  a  partnership  be- 
gins in  1917  and  ends  in  1918  or  begins  in  1918  and  ends  in 
1919,  (1)  the  rates  for  the  calendar  year  during  which  such 
fiscal  year  begins  shall  apply  to  an  amount  of  each  part- 
ner's share  of  such  partnership  net  income  (determined  un- 
der the  law  applicable  to  such  year)  equal  to  the  proportion 
which  the  part  of  such  fiscal  year  falling  within  such  calen- 
dar year  bears  to  the  full  fiscal  year,  and  (2)  the  rates  for 
the  calendar  year  during  which  such  fiscal  year  ends  shall 

»  R.  A.  1918.  Sec.  218(a).  ~  '- 

•R.  A.  1918,  Sec.  222(a)(4). 

t  Reg.  49.  Art.  328.  See  United  Statei  t.  Ooulby,  261  Ved.  982,  258  Fed.  27 
(R.  A.  1913). 
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apply  to  an  amount  of  each  partner's  share  of  such  partner** 
ship  net  income  (determined  under  the  law  applicable  to 
such  calendar  year)  equal  to  the  proportion  which  the  part 
of  such  fiscal  year  falling  within  such  calendar  year  bears 
to  the  full  fiscal  year.* 

Except  for  fiscal  years  ending  in  1918  or  1919  the  general 
rule  is  that  if  a  fiscal  year  of  a  partnership  ends  during  a 
calendar  year  for  which  the  rates  of  tax  differ  from  those 
for  the  preceding  calendar  year»  then  (1)  the  rates  for  such 
preceding  calendar  year  shall  apply  to  an  amount  of  each 
partner's  share  of  such  partnership  net  income  equal  to  the 
proportion  which  the  part  of  such  fiscal  year  falling  within 
such  calendar  year  bears  to  the  full  fiscal  year,  and  (2)  the 
rates  for  the  calendar  year  during  which  such  fiscal  year 
ends  shall  apply  to  the  remainder.' 

Whenever  parts  of  a  taxpayer's  income  are  subject  to 
rates  for  different  calendar  years^  the  part  subject  to  the 
rates  for  the  most  recent  calendar  year  shall  be  placed  in 
the  lower  brackets  of  the  rate  schedule  provided  by  the  pres* 
ent  statute,  the  part  subject  to  the  rates  for  the  next  preced- 
ing calendar  year  shall  be  placed  in  the  next  higher  brackets 
of  the  rate  schedule  applicable  to  that  year,  and  so  on  until 
the  entire  net  income  has  been  accounted  for.  In  deter- 
mining the  income,  any  deductions,  exemptions  or  credits  of 
a  kind  not  plainly  and  properly  chargeable  against  the  in- 
come taxable  at  rates  for  a  preceding  year  shall  first  be  ap- 
plied against  the  income  subject  to  rates  for  the  most  recent 
calendar  year;  but  any  balance  thereof  shall  be  applied 
against  the  income  subject  to  the  rates  of  the  next  preceding 
year  or  years  until  fully  allowed.* 

^'If  the  fiscal  year  of  a  partnership  began  in  the  calendar 
year  1918  and  ends  in  the  calendar  year  1919,  the  rates  of 
tax  for  the  calendar  year  1918  apply  to  the  amount  of  each 
partner's  distributive  share  of  the  net  income  of  the  part- 
nership for  such  fiscal  year  attributable  to  the  calendar 
year  1918,  and  the  rates  for  the  calendar  year  1919  to  the 
amount  of  each  partner's  distributive  share  of  such  net  in- 

«  K.  A.  1918,  Sec.  206(c).  *  B.  A.  1918,  Sec.  20«. 

>  R.  A.  1918,  Sec.  218(b). 
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come  of  the  partnership  attributable  to  the  calendar  year 
1919.  (a)  The  amount  of  each  partner's  distributive  share 
of  the  net  income  of  the  partnership  for  such  fiscal  year 
attributable  to  the  calendar  year  1918  is  found  by  deter- 
mining the  net  income  of  the  partnership  for  its  entire  fiscal 
year  in  accordance  with  the  law  applicable  to  the  calendar 
year  1918  and  the  distributive  share  thereof  of  each  partner, 
and  then  taking  such  proportion  of  that  distributive  share 
as  the  part  of  the  fiscal  year  falling  within  the  calendar 
year  1918  bears  to  the  full  fiscal  year,  {h)  The  amount  of 
each  partner's  distributive  share  of  the  net  income  of  the 
partnership  for  such  fiscal  year  attributable  to  the  calendar 
year  1919  is  found  by  determining  the  net  income  of  the 
partnership  for  its  entire  fiscal  year  in  accordance  with  the 
law  applicable  to  the  calendar  year  1919  and  the  distributive 
share  thereof  of  each  partner,  and  then  taking  such  propor- 
tion of  that  distributive  share  as  the  part  of  the  fiscal  year 
falling  within  the  calendar  year  1919  bears  to  the  full  fiscal 
year.    See  section  205(c)  of  the  statute  and  article  1621."* 

"Any  deductions,  exemptions  or  credits  to  which  the  part- 
ner in  a  partnership  with  a  fiscal  year  ending  in  1919  is 
entitled  shall  first  be  applied  against  his  income  subject  to 
the  rates  for  the  calendar  year  1919,  unless  of  a  kind  plainly 
and  properly  chargeable  against  income  taxable  at  the  rates 
for  the  calendar  year  1918.  In  determining  the  rates  of 
tax  applicable  to  the  amounts  of  the  distributive  shares  of 
the  partners  attributable  to  the  calendar  years  1918  and 
1919,  respectively,  the  amounts  subject  to  the  rates  for  the 
calendar  year  1919  shall  be  placed  in  the  lower  brackets  of 
the  rate  schedule  provided  in  the  statute,  and  the  amounts 
attributable  to  the  calendar  year  1918  in  the  next  higher 
brackets  of  the  rate  schedule  applicable  to  that  year.  See 
section  206  of  the  statute  and  article  1641."' 

''If  the  fiscal  year  of  a  partnership  began  in  the  calendar 
year  1917  and  ended  in  the  calendar  year  1918,  the  rates  of 
tax  for  the  calendar  year  1917  apply  to  the  amount  of  each 
partner's  distributive  share  of  the  net  income  of  the  part- 

«  Besr.  4B,  Art  826.  i"  Reflr.  45,  Art  827. 
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nership  for  such  fiscal  year  attributable  to  the  calendar 
year  1917,  and  the  rates  for  the  calendar  year  1918  to  the 
amount  of  each  partner's  distributive  share  of  such  net  in- 
come of  the  partnership  attributable  to  the  calendar  year 
1918.  (a)  The  amount  of  each  partner's  distributive  share 
of  the  net  income  of  the  partnership  for  such  fiscal  year  at- 
tributable to  the  calendar  year  1917  is  found  by  determin- 
ing the  net  income  of  the  partnership  for  its  entire  fiscal 
year  in  accordance  with  the  law  applicable  to  the  calendar 
year  1917  (see  Title  I  of  the  Revenue  Act  of  1916  and  Titles 
I  and  XII  of  the  Revenue  Act  of  1917)  and  the  distributive 
share  thereof  of  each  partner,  and  then  taking  such  pro- 
portion of  that  distributive  share  as  the  part  of  the  fiscal 
year  faUing  within  the  calendar  year  1917  bears  to  the  full 
fiscal  year.  (6)  The  amount  of  each  partner's  distributive 
share  of  the  net  income  of  the  partnership  for  such  fiscal 
year  attributable  to  the  calendar  year  1918  is  found  by  de- 
termining the  net  income  of  the  partnership  for  its  entire 
fiscal  year  in  accordance  with  the  law  applicable  to  the  cal- 
endar year  1918  and  the  distributive  share  thereof  of  each 
partner,  and  then  taking  such  proportion  of  that  distribu- 
tive share  as  the  part  of  the  fiscal  year  falling  within  the 
calendar  year  1918  bears  to  the  full  fiscal  year.  See  section 
205(c)  of  the  statute  and  article  1621."* 

In  the  case  of  an  individual  member  of  a  partnership 
which  makes  return  for  a  fiscal  year  beginning  in  1917  and 
ending  in  1918,  his  proportionate  share  of  any  excess  profits 
tax  imposed  upon  the  partnership  under  the  Revenue  Act  of 
1917  with  respect  to  that  part  of  such  fiscal  year  falling  in 
1917  shall,  for  the  purpose  of  determining  the  tax  imposed 
by  the  present  statute,  be  credited  against  that  portion  of 
the  net  income  embraced  in  his  personal  return  for  the  tax- 
able year  1918  to  which  the  rates  for  1917  apply.' 

"Any  deductions,  exemptions  or  credits  to  which  the 
partner  in  a  partnership  with  a  fiscal  year  ending  in  1918 
is  entitled  shall  first  be  applied  against  his  income  subject 
to  the  rates  for  the  calendar  year  1918,  unless  of  a  kind 

•  Reg.  45,  Art.  324.  ^  R.  A.  1918,  Sec.  218(c). 
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plainly  and  properly  chargeable  against  income  taxaUe  at 
the  rates  for  the  calendar  year  1917.  The  proportionate 
share  of  a  partner  of  any  excess  profits  tax  imposed  upon 
the  partnership  under  the  Revenue  Act  of  1917  with  respect 
to  that  part  of  the  fiscal  year  falling  within  the  calendar 
year  1917  is  plainly  and  properly  chargeable  against  income 
taxable  at  the  rate  for  that  year  and  shall  be  credited 
against  such  income  of  the  partner.  In  determining  the 
rates  of  tax  applicable  to  the  amounts  of  the  distributive 
shares  of  the  partners  attributable  to  the  calendar  years 
1917  and  1918,  respectively,  the  amounts  subject  to  the 
rates  for  the  calendar  year  1918  shall  be  placed  in  the  lower 
brackets  of  the  rate  schedule  provided  in  the  present  statute 
and  the  amounts  attributable  to  the  calendar  year  1917  in 
the  next  higher  brackets  of  the  rate  schedule  applicable  to 
that  year.  See  section  206  of  the  statute  and  article  1641, 
and  also  section  1  of  Title  I  of  the  Revenue  Act  of  1916  and 
sections  1  and  2  of  Title  I  of  the  Revenue  Act  of  1917/" 

If  a  partnership  makes  return  for  a  fiscal  year  beginning 
in  1917  and  ending  in  1918,  it  shall  pay  the  same  proportion 
of  the  excess  profits  tax  for  the  entire  period  computed  un- 
der the  Revenue  Act  of  1917  which  the  portion  of  such  pe- 
riod falling  within  the  calendar  year  1917  is  of  the  entire 
period.  Any  excess  profits  tax  paid  by  a  partnership  for 
any  period  beginning  on  or  after  January  1,  1918,  shall  be 
immediately  refunded  to  the  partnership  as  a  tax  errone^ 
ously  or  illegally  collected,  in  accordance  with  chapter  28." 


§323.  Returns. — ^Every  partnership  shall  make  a  return 
for  each  taxable  year,  stating  specifically  the  items  of  its 
gross  income  and  the  deductions  allowed  by  the  statute,  and 
shall  include  in  the  return  the  names  and  addresses  of  the 
individuals  who  would  be  entitled  to  share  in  the  net  income 
if  distributed  and  the  amount  of  the  distributive  share  of 

T  Reg.  45,  Art  325.  •  R.  A.  1918.  Sec  »6(e). 
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each  individaal.  The  return  shall  be  sworn  to  by  any  one 
of  the  partners/ 

"Every  partnership  must  make  a  return  of  income,  re- 
gardless of  the  amount  of  its  net  income.  The  return  shall 
be  on  form  1065  (revised)  and  shall  be  sworn  to  by  one  of 
the  partners.  Such  return  shall  be  made  for  the  taxable 
year  of  the  partnership,  that  is,  for  its  annual  accounting 
period  (fiscal  year  or  calendar  year  as  the  case  may  be) ,  irre- 
spective of  the  taxable  years  of  the  partners.  See  section 
218  of  the  statute  and  articles  321-827.  If  the  partnership 
makes  any  change  in  its  accounting  period,  it  shall  make  its 
return  in  accordance  with  the  provisions  of  section  226  and 
article  431.    See  also  article  424."* 

"The  return  of  a  partnership  shall  state  specifically  (a) 
the  items  of  its  gross  income  enumerated  in  section  213  of 
the  statute;  (b)  the  deductions  enumerated  in  section  214, 
other  than  the  deduction  provided  in  paragraph  (11)  of 
subdivision  (a)  of  that  section ;  (c)  the  amounts  specified  in 
subdivisions  (a)  and  (b)  of  section  216  received  by  the 
partnership ;  (d)  the  amount  of  any  income,  war  profits  and 
excess  profits  taxes  of  the  partnership  paid  during  the  tax- 
able year  to  a  foreign  country  or  to  any  possession  of  the 
United  States,  and  the  amount  of  any  such  taxes  accrued 
but  not  paid  during  the  taxable  year;  (e)  the  names  and 
addresses  of  the  individuals  who  would  be  entitled  to  share 
in  the  net  income  of  the  partnership  if  distributed ;  (/)  the 
amount  of  the  distributive  share  of  such  net  income  of  each 
such  individual;  and  (g)  such  other  facts  as  are  required 
by  form  1065  (revised) .  See  also  sections  222  and  227  and 
articles  381-384  and  441-448."* 

Partnership  must  also  render  returns  of  information,  as 
described  generally  in  §231  and  particularly  in  the  following 
regulation: 

"Partnerships  and  personal  service  corporations  shall  pre- 
pare reports  on  form  1099  (revised)  for  each  member  of 

•  R.  A.  1918,  Sec.  224.  Cf.  United  SUtes  ▼.  Conlby,  251  Fed.  962»  258  Fed.  27 
(R.  A.  1913).  Cf.  T.  D.  1905.  Not.  28,  1913;  T.  D.  2682,  Jan.  21.  1918;  T.  D. 
2877.  March  23,  19ia 

1  Reg.  45,  Art  411. 

>  Reff.  45.  Art  412. 
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the  partnership  or  personal  service  corporation,  and 
fiduciaries  shall  prepare  such  reports  for  each  beneficiary 
of  the  estate  or  trust,  showing  in  every  case  the  distribu- 
tive shares  of  the  members  or  beneficiaries,  whether  or  not 
actually  distributed.  The  words  Tartnership,'  Tersonal 
service  ,corporation'  or  'Fiduciary,'  as  the  case  may  be 
should  be  entered  on  the  blank  line  of  the  form  under  'Kind 
of  income  paid.'  Such  reports  on  form  1099  (revised)  are 
to  be  filed  with  the  collector  with  the  returns  of  income  of 
such  partnerships,  personal  service  corporations  or  fiduci- 
aries, instead  of  being  transmitted  to  the  Commissioner  ac- 
companied by  form  1096  (revised).'" 

•  Reg.  45,  Art.  1073. 
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CHAPTER  38 

Personal  Service  Corporations 

§331.  What  are  personal  service  corporations. — ^The  term 
"personal  service  corporation"  means  a  corporation  whose 
income  is  to  be  ascribed  primarily  to  the  activities  of  the 
principal  owners  or  stockholders  who  are  themselves  regu- 
larly engaged  in  the  active  conduct  of  the  affairs  of  the  cor- 
poration and  in  which  capital  (whether  invested  or  bor- 
rowed) is  not  a  material  income-producing  factor;  but  does 
not  include  any  foreign  corporation,  nor  any  corporation  50 
per  cent  or  more  of  whose  gross  income  consists  either  (1) 
of  gains,  profits  or  income  derived  from  trading  as  a  prin- 
cipal, or  (2)  of  gains,  profits,  commissions  or  other  income 
derived  from  a  Government  contract  or  contracts  made  be- 
tween April  6,  1917,  and  November  11,  1918,  both  dates  in- 
clusive.* 

Government  contracts  are  defined  in  chapter  37. 

"The  term  'personal  service  corporation'  means  a  corpo- 
ration, not  expressly  excluded,  the  income  of  which  is  de- 
rived from  a  profession  or  business  (a)  which  consists 
principally  of  rendering  personal  service,  (5)  the  earnings 
of  which  are  to  be  ascribed  primarily  to  the  activities  of  the 
principal  owners  or  stockholders,  and  (c)  in  which  the  em- 
ployment of  capital  is  not  necessary  or  is  only  incidental. 
No  definite  and  conclusive  tests  can  be  prescribed  by  which 
it  can  be  finally  determined  in  advance  of  an  examination  of 
the  corporation's  return  whether  or  not  it  is  a  personal  ser- 
vice corporation.  In  the  following  articles  are  laid  down 
the  general  principles  under  which  such  determination  will 
be  made.  See  also  section  308  of  the  statute  and  articles 
741-743."* 

**The  following  classes  of  corporations  are  expressly  ex- 
cluded from  classification  as  personal  service  corporations: 

^  R.  A.  1918.  Sect.  200  and  aOO.    Of.  R.  A.  1917,  Sec.  209;  Reflr.  41.  Arts.  71 
and  72. 
•  Reg.  46,  Art  1528. 
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(a)  foreign  corporations;  (6)  corporations  50  per  cent  or 
more  of  whose  gross  income  consists  of  gains,  profits  or 
income  derived  from  trading  as  a  principal ;  and  (c)  corpo- 
rations 50  per  cent  or  more  of  whose  gross  income  consists 
of  gains,  profits,  commissions  or  other  income  derived  from 
a  Government  contract  or  contracts  made  between  April  6, 
1917,  and  November  11,  1918,  inclusive.  See  article  1510. 
A  corporation  is  not  a  personal  service  corporation  merely 
because  less  than  50  per  cent  of  its  gross  income  was  de- 
rived from  trading  as  a  principal  or  from  Government  con- 
tracts. A  corporation  can  not  be  considered  a  personal  ser- 
vice corporation  when  another  corporation  owns  or  controls 
substantially  all  of  its  stock,  or  when  substantially  all  of  its 
stock  and  of  the  stock  of  another  corporation  (not  itself  a 
personal  service  corporation)  forming  part  of  the  same  busi- 
ness enterprise  is  owned  or  controlled  by  the  same  interests. 
See  section  240  of  the  statute  and  articles  631-638."' 

"In  order  that  a  corporation  may  be  deemed  to  be  a  per- 
sonal service  corporation  its  earnings  must  be  derived  prin- 
cipally from  compensation  for  personal  services  rendered  by 
the  corporation  to  the  persons  with  whom  it  does  business. 
Merchandising  or  trading  either  directly  or  indirectly  in 
commodities  or  the  services  of  others  is  not  rendering  per- 
sonal service.  Conducting  an  auction,  agency,  brokerage  or 
commission  business  strictly  on  the  basis  of  a  fee  or  com- 
mission is  rendering  personal  service.  If,  however,  the  cor- 
poration assumes  any  such  risks  as  those  of  market  fluctua- 
tion, bad  debts,  failure  to  accept  shipments,  etc.,  or  if  it  guar- 
antees the  accounts  of  the  purchaser  or  is  in  any  way  re- 
sponsible to  the  seller  for  the  payment  of  the  purchase  price, 
the  transaction  is  one  of  merchandising  or  trading,  and  this 
is  true  even  though  the  goods  are  shipped  directly  from  the 
producer  to  the  consumer  and  are  never  actually  in  the  pos- 
session of  the  corporation.  The  fact  that  earnings  of  the 
corporation  are  termed  commissions  or  fees  is  not  control- 
ling. The  fact  that  a  commission  or  fee  is  based  on  a  dif- 
ference in  the  prices  at  which  the  seller  sells  and  the  buyer 

•  Beg.  45.  Art  1621 
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buys  raises  a  presumption  that  the  transaction  is  one  of 
merchandising  or  trading,  and  it  will  be  so  considered  in  the 
absence  of  satisfactory^evidence  to  the  contrary/^* 

^It  frequently  happens  that  corporations  are  engaged  in 
two  or  more  professions  or  businesses  which  are  more  or 
less  related,  one  of  which  does  not  consist  of  rendering  per- 
sonal service.  Thus  an  engineering  concern  may  also  engage 
in  contracting,  which  amounts  to  trading  in  materials  and 
labor,  a  brokerage  concern  may  guarantee  some  of  its  ac^ 
counts,  a  photographer  may  seU  pictures,  frames,  art  goods 
and  supplies,  or  a  dealer  in  a  commodity  may  furnish  expert 
advice  or  services  with  respect  to  its  installation,  use,  etc. 
In  such  case  the  corporation  is  not  a  personal  service  cor- 
poration unless  the  non-personal  service  element  is  neglig- 
ible or  merely  incidental  and  no  appreciable  part  of  its  earn- 
ings; are  to  be  ascribed  to  such  sources.  See  also  section 
303  of  the  statute  and  articles  741-743.'" 

'*In  determining  whether  a  corporation  is  a  personal  ser- 
vice corporation,  no  weight  can  be  given  to  the  fact  that  it 
renders  personal  services  unless  (a)  the  principal  owners  or 
stockholders  are  regularly  engaged  in  the  active  conduct  of 
its  affairs  and  are  engaged  in  such  a  manner  that  the  earn- 
ings are  to  be  ascribe  primarily  to  their  activities,  and  (5) 
its  affairs  are  conducted  principally  by  such  owners  or  stock- 
holders.'*' 

'^Where  the  principal  owners  or  stockholders  do  not  ren- 
der the  principal  part  of  the  services,  but  merely  supervise 
or  direct  a  force  of  employees,  the  corporation  is  not  a  per- 
sonal service  corporation.  If  employees  contribute  substan- 
tially to  the  services  rendered  by  a  corporation,  it  is  not  a 
personal  service  corporation  unless  in  every  case  in  which 
services  are  so  rendered  the  value  of  and  the  compensation 
charged  for  such  services  are  to  be  attributed  primarily  to 
the  experience  or  skill  of  the  principal  owners  or  stock- 
holders and  such  fact  is  evidenced  in  some  definite  manner 
in  the  normal  course  of  the  profession  or  business.  The  fact 
that  the  principal  owners  or  stockholders  give  personal  at- 

*  Reg.  45,  Art.  1626.  •  Beg.  45,  Art.  1527. 

•  Reg.  45,  Art.  1526. 
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tention  or  render  valuable  services  to  the  corporation  as  a 
result  of  which  its  earnings  are  greater  than  those  of  a  cor- 
poration engaged  in  a  like  or  similar  business  the  principal 
owners  or  stockholders  of  which  do  not  devote  personal  at- 
tention to  the  management  or  supervision  of  its  affairs,  does 
not  of  itself  constitute  the  corporation  a  personal  service 
corporation/" 

"No  definite  percentage  of  stock  or  interest  in  the  cor- 
poration which  must  be  held  by  those  engaged  in  the  active 
conduct  of  its  affairs  in  order  that  they  may  be  deemed  to 
be  the  principal  owners  or  stockholders  can  be  prescribed 
as  a  conclusive  test,  as  other  facts  may  affect  any  presump- 
tion so  established.  No  corporation  or  its  owners  or  stock- 
holders shall,  however,  make  a  return  in  the  first  instance  on 
the  basis  of  its  being  a  personal  service  corporation  unless  at 
least  80  per  cent  of  its  stock  is  held  by  those  regularly  en- 
gaged in  the  active  conduct  of  its  affairs."' 

"The  fact  that  the  owners  or  stockholders  of  the  corpo- 
ration may  change  during  the  course  of  the  taxable  year 
does  not  take  a  corporation  which  is  normally  in  the  personal 
service  class  out  of  that  class.  Frequent  changes  in  the  own- 
ership of  any  substantial  interest  or  number  of  shares  are, 
however,  evidence  bearing  on  the  question  as  to  whether 
the  principal  owners  or  stockholders  are  actively  engaged 
in  the  conduct  of  the  affairs  of  the  corporation.  The  in- 
capacity, retirement  or  death  of  a  principal  owner  or  stock- 
holder who  has  been  actively  engaged  in  the  conduct  of  its 
affairs  will  not  be  deemed  to  make  any  change  in  the  status 
of  the  corporation  during  a  reasonable  time  thereafter/'* 

"In  determining  whether  a  corporation  is  a  personal 
service  corporation,  no  weight  can  be  given  to  the  fact  that 
the  invested  capital  of  the  corporation  for  the  purpose  of 
the  war  profits  and  excess  profits  tax  or  the  actual  invest- 
ment of  the  principal  owners  or  stockholders  is  compara- 
tively small.  The  test  established  by  the  statute  with  re- 
spect to  capital  is  entirely  different.  That  test  is  the  nature 
of  the  profession  or  business  as  indicated  (a)  by  the  kind  of 

T  Reg.  45,  Art.  1628.  •  Reg.  45,  Art.  1530. 

»  Reg.  45,  Art.  1529. 
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services  it  renders  and  (5)  the  extent  to  which  capital  is 
required  to  carry  on  such  profession  or  business.  If  the 
use  of  capital  is  necessary  or  more  than  incidental,  capital 
is  a  material  income-producing  factor  and  the  corporation  is 
not  a  personal  service  corporation.  No  corporation  is  a  per- 
sonal service  corporation  if  it  carries  on  business  of  a  kind 
which  ordinarily  requires  the  use  of  capital,  irrespective  of 
whether  the  owners  or  stockholders  have  actually  invested 
a  substantial  amount  of  capital.''^ 

"The  term  ^capital'  as  used  in  section  200  of  the  statute 
and  in  articles  1523-1532  means  not  only  capital  actually 
invested  by  the  owners  or  stockholders,  but  also  capital  se- 
cured in  other  ways.  Thus  if  capital  is  borrowed  either  di- 
rectly as  shown  by  bonds,  debentures,  certificates  of  in- 
debtedness, notes,  bills  payable  or  other  paper,  or  indirectly 
as  shown  by  accounts  payable  or  other  forms  of  credit,  or  if 
the  business  of  the  corporation  is  in  any  way  financed  by  or 
through  any  of  the  owners  or  stockholders,  these  facts  will 
be  deemed  evidence  that  the  use  of  capital  is  necessary.  If 
a  substantial  amount  of  capital  is  used  to  finance  or  carry 
the  accounts  of  clients  or  customers,  it  wiU  be  inferred  that 
because  of  competition  or  other  reasons  such  practice  is 
necessary  in  order  to  secure  or  hold  business  which  other- 
wise would  be  lost,  and  that  the  corporation  is  not  a  per- 
sonal service  corporation.  If  a  corporation  engaged  in  an 
agency,  brokerage  or  commission  business  regularly  em- 
ploys a  substantial  amount  of  capital  to  lend  to  principals, 
to  buy  and  carry  goods  on  its  own  account,  or  to  buy  and 
carry  odd  lots  in  order  that  it  may  render  more  satis- 
factory service  to  its  principals  or  customers,  it  is  not  a 
personal  service  corporation.  In  general  the  larger  the 
amount  of  the  capital  actuaUy  used  the  stronger  is  the  evi- 
dence that  capital  is  necessary  and  is  a  material  income- 
producing  factor  and  that  the  corporation  is  not  a  personal 
service  corporation.'** 

§332.  Method  of  taxation. — ^Personal  service  corpora- 
tions are  not  subject  to  taxation,  but  the  individual  stock- 

1  Reg.  45.  Art.  1531.  >  R«g.  45,  Art.  1632. 
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holders  thereof  are  taxed  in  the  same  maimer  as  the  mem- 
bers of  partnerships.  All  the  provisions  of  the  statute 
relating  to  partnerships  and  the  members  thereof  so 
far  as  practicable  apply  to  personal  service  corporations 
and  the  stockholders  thereof.  For  the  purpose  of  this  pro- 
vision, however,  amounts  distributed  by  a  personal  service 
corporation  during  its  taxable  year  shall  be  accounted  for 
by  the  distributees ;  and  any  portion  of  the  net  income  re- 
maining undistributed  at  the  close  of  its  taxable  year  shall 
be  accounted  for  by  the  stockholders  of  such  corporation  at 
the  close  of  its  taxable  year  in  proportion  to  their  respective 
shares.' 

"Personal  service  corporations  are  defined  in  section  200 
of  the  statute.  See  articles  1623-1532.  Such  corporations 
are  not  subject  to  tax  as  corporations,  unless  they  make 
returns  for  fiscal  years  beginning  in  1917,  but  they  are  re- 
quired to  make  returns  of  income.  See  sections  231,  239 
and  304  of  the  statute  and  the  articles  thereunder.  An  indi- 
vidual stockholder  of  a  personal  service  corporation  is,  how* 
ever,  subject  to  tax  much  like  a  member  of  a  partnership 
upon  his  distributive  Share  of  the  net  income  of  the  corpo- 
ration. The  net  income  of  a  personal  service  corporation,  as 
in  the  case  of  a  partnership,  shall  be  computed  in  the  same 
manner  and  on  the  same  basis  as  the  net  income  of  an  indi- 
vidual, except  that  the  deduction  of  contributions  or  gifts  is 
not  permitted.  See  section  212  and  articles  21-26.  A  cor- 
poration which  is  taxable  under  section  803  is  not  a  personal 
service  corporation  and  its  stockholders  are  taxed  like  stock- 
holders in  an  ordinary  corporation."* 

"A  stockholder  of  a  personal  service  corporation  Is  r^ 
quired  to  include  in  his  gross  income  for  the  taxable  year 
(a)  any  dividends  paid  by  the  corporation  in  such  year  out 
of  earnings  or  profits  accumulated  since  February  28,  1913, 
and  before  January  1,  1918;  (6)  his  share  of  any  distribu- 
tion made  by  the  corporation  in  such  year  out  of  earnings  or 
profits  accumulated  since  December  31,  1917,  and  since  the 
close  of  its  taxable  year  ending  with  or  during  his  next  pre- 

•  R.  A.  1918,  Sec.  218(e).    See  B.  A.  1918,  Sees.  2S1(14)  mnd  804(m). 
«  Reg.  46,  Art.  328. 
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ceding  taxable  year;  and  (c)  his  distributive  share  of  the 
undistributed  net  income  of  the  corporation  for  its  taxable 
year  ending  with  or  during  his  taxable  year,  provided  he 
was  at  the  close  of  its  taxable  year  a  stockholder  in  the 
corporation,  notwithstanding  he  might  since  have  ceased  to 
be  a  stockholder.  See  section  201  of  the  statute  and  articles 
1541-1543.  In  the  case  of  personal  service,  corporations 
with  taxable  years  other  than  the  calendar  year,  however, 
such  distributive  shares  or  distributions  may  be  subject  to 
different  rates  of  tax/" 

"A  stockholder  of  a  personal  service  corporation  is  en- 
titled to  credit  for  the  purpose  of  the  normal  tax  only  for 
amounts  received  in  distribution  of  earnings  or  profits  of  the 
corporation  accumulated  since  February  28,  1913,  and  prior 
to  January  1,  1918.  See  sections  201  and  216  of  the  statute 
and  articles  1541  and  301.  In  addition  to  the  credits  ordi- 
narily allowed  to  an  individual  a  stockholder  of  a  personal 
service  corporation  is  entitled  to  the  following  credits: 
(a)  a  credit  against  net  income  for  the  purpose  of  the  nor- 
mal tax  only  of  his  proportionate  share  of  such  dividends 
from  a  corporation  subject  to  tax  and  of  such  interest  not 
entirely  exempt  from  tax  upon  obligations  of  the  United 
States  and  bonds  of  the  War  Finance  Corporation  as  are 
received  by  the  personal  service  corporation,  and  (6)  a  credit 
against  income  tax  of  the  stockholder's  proportionate  share 
of  income,  war  profits  and  excess  profits  taxes  of  the  per- 
sonal service  corporation  paid  or  accrued  during  the  taxable 
year  to  a  foreign  country  upon  income  derived  from  sources 
therein,  or  to  any  possession  of  the  United  States,  subject  to 
the  limitations  of  section  222  of  the  statute.  See  articles 
881.384.''* 

§333.  Fiscal  years.— If  a  personal  service  corporation 
makes  return  for  a  fiscal  year  beginning  in  1917  and  end- 
ing in  1918,  its  income  tax  as  a  corporation  shall  be  the 
same  proportion  of  a  tax  for  the  entire  period  computed  un- 
der Title  I  of  the  Bevenue  Act  of  1916  as  amended  by  the 

"  »  Iteg  45,  Art.  330.  •  Eeg.  46.  Art.  881. 
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Revenue  Act  of  1917  and  under  Title  I  of  the  Revenue  Act 
of  1917,  which  the  portion  of  such  period  falling  within  the 
calendar  year  1917  is  of  the  entire  period/  Any  amount 
paid  on  account  of  the  income  tax  imposed  for  such  fiscal 
year  by  the  Revenue  Acts  of  1916  and  1917  shall  be  credited 
towards  the  payment  of  the  tax  imposed  for  such  fiscal  year 
by  the  present  statute,  and  if  the  amount  so  paid  exceeds 
the  amount  of  such  tax  imposed  by  the  present  statute  the 
excess  shall  be  credited  or  refunded  in  accordance  with  the 
provisions  of  chapter  28. 

"If  the  fiscal  ;ear  of  a  personal  service  corporation  began 
in  the  calendar  year  1917  and  ended  in  the  calendar  year 
1918,  it  is  subject  to  tax  as  a  corporation  for  the  part  of 
such  fiscal  year  which  falls  within  the  calendar  year  1917. 
The  amount  for  which  such  a  corporation  is  liable  is  such 
proportion  of  the  tax  for  the  entire  fiscal  year  computed  in 
accordance  with  Title  I  of  the  Revenue  Act  of  1916  as 
amended  and  with  Title  I  of  the  Revenue  Act  of  1917  as 
the  portion  of  such  fiscal  year  falling  within  the  calendar 
year  1917  is  of  the  entire  period.  An  amount  previously 
.paid  by  the  corporation  on  account  of  the  income  tax  for 
such  fiscal  year  shall  be  credited  toward  the  pajrmert  of  the 
tax  for  the  portion  of  the  fiscal  year  falling  within  the 
calendar  year  1917,  and  any  excess  shall  be  credited  or 
refunded  in  accordance  with  the  provisions  of  section  262 
of  the  statute.  See  section  205(a)  and  article  1621.  As 
to  the  excess  profits  tax  see  section  885(c).''' 

If  a  personal  service  corporation  makes  return  for  a 
fiscal  year  beginning  in  1917  and  ending  in  1918,  it  shall 
pay  the  same  proportion  of  the  excess  profits  tax  for  the 
entire  period  computed  under  Title  II  of  the  Revenue  Act  of 
1917  which  the  portion  of  such  period  falling  within  the 
calendar  year  1917  is  of  the  entire  period.  Any  excess  profits 
tax  paid  by  a  personal  service  corporation  for  any  period  be- 
ginning on  or  after  January  1,  1918,  shall  be  immediately 
refunded  to  the  corporation  as  a  tax  erroneously  or  illegally 
collected.* 

T  R.  A.  1018,  Sec.  20G(a).  •  R.  A.  1018.  Sec.  336(c). 

«  Reg.  46,  Art.  820. 
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If  a  fiscal  year  of  a  personal  service  corporation  begins  in 
1917  and  ends  in  1918  or  begins  in  1918  and  ends  in  1919, 

(1)  the  rates  for  the  calendar  year  during  which  such  fiscal 
year  begins  shall  apply  to  an  amount  of  each  stockholder's 
share  of  such  personal  service  corporation's  net  income 
(determined  under  the  law  applicable  to  such  year)  equal 
to  the  proportion  which  the  part  of  such  fiscal  year  falling 
within  such  calendar  year  bears  to  the  full  fiscal  year,  and 

(2)  the  rates  for  the  calendar  year  during  which  such 
fiscal  year  ends  shall  apply  to  an  amount  of  each  stockhold- 
er's share  of  such  personal  service  corporation's  net  income 
(determined  under  the  law  applicable  to  such  calendar  year) 
equal  to  the  proportion  which  the  part  of  such  fiscal  year 
falling  within  such  calendar  year  bears  to  the  full  fiscal 
year.  In  the  case  of  a  fiscal  year  beginning  in  1917  and 
ending  in  1918,  the  amount  specified  in  clause  (1)  shall  not 
be  subject  to  normal  tax/ 

Whenever  parts  of  a  taxpayer's  income  are  subject  to 
rates  for  different  calendar  years,  the  part  subject  to  the 
rates  for  the  most  recent  calendar  year  shall  be  placed  in  the 
lower  brackets  of  the  rate  schedule  provided  by  the  present 
statute,  the  part  subject  to  the  rates  for  the  next  preceding 
calendar  year  shall  be  placed  in  the  next  higher  brackets  of 
the  rate  schedule  applicable  to  that  year,  and  so  on  until  the 
entire  net  income  has  been  accounted  for.  In  determining 
the  income,  any  deductions,  exemptions  or  credits  of  a 
kind  not  plainly  and  properly  chargeable  against  the  income 
taxable  at  rates  for  a  preceding  year  shall  first  be  applied 
against  the  income  subject  to  rates  for  the  most  recent  cal- 
endar year;  but  any  balance  thereof  shall  be  applied  against 
the  income  subject  to  the  rates  of  the  next  preceding  year 
or  years  until  fully  allowed.* 

In  the  case  of  an  individual  stockholder  of  a  personal 
service  corporation  which  makes  return  for  a  fiscal  year 
beginning  in  1917  and  ending  in  1918,  his  proportionate 
share  of  any  excess  profits  tax  imposed  upon  the  personal 
service  corporation  under  the  Revenue  Act  of  1917  with 

1  B.  A.  1918,  Sec.  206(c).  >  R.  A.  1918.  Sec.  206. 
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respect  to  that  part  of  such  fiscal  year  falling  in  1917  shall, 
for  the  purpose  of  determining  the  tax  imposed  by  the  pres- 
ent statute,  be  credited  against  that  portion  of  the  net  in- 
come embraced  in  his  personal  return  for  the  taxable  year 
1918  to  which  the  rates  for  1917  apply;' 

"A  stockholder  of  a  personal  service  corporation  with  a 
fiscal  year  beginning  in  1917  and  ending  in  1918  is  taxed 
at  the  rates  for  the  calendar  year  1918  (a)  on  any  dividends 
received  in  such  calendar  year  out  of  earnings  or  profits 
accumulated  since  February  28, 1913,  and  before  January  1, 
1918  (except  as  provided  under  (d)  below) ;  (h)  on  any 
distribution  made  in  such  calendar  year  out  of  earnings  or 
profits  accumulated  since  December  31,  1917;  and  (c)  on 
his  distributive  share  of  the  undistributed  net  income  of  the 
corporation  for  its  fiscal  year  attributable  to  the  calendar 
year  1918.  (d)  On  his  distributive  share  of  the  undistrib- 
uted net  income  of  the  corporation  for  its  fiscal  year 
attributable  to  the  calendar  year  1917,  however,  the  stock- 
holder is  liable  to  surtax  at  the  rates  for  the  calendar  year 
1917,  but  to  no  normal  tax,  and  any  distribution  by  the 
corporation  subsequently  to  the  close  of  its  fiscal  year  out 
of  such  undistributed  net  income  so  taxed  to  the  stockhold- 
ers is  free  from  any  tax.  The  part  of  a  net  income  of  a 
corporation  for  its  fiscal  year  attributable  to  the  calendar 
year  1918  is  found  by  determining  the  net  income  of  the 
corporation  for  its  fiscal  year  in  the  same  maimer  as  if  the 
fiscal  year  were  the  calendar  year  1918,  and  then  taking  the 
proportion  thereof  which  the  part  of  such  fiscal  year  falling 
within  such  calendar  year  beari^  to  the  full  fiscal  year.  The 
part  of  the  net  income  of  a  corporation  for  its  fiscal  year 
attributable  to  the  calendar  year  1917  is  found  by  deter- 
mining the  net  income  of  the  corporation  for  its  fiscal  year 
in  accordance  with  the  law  applicable  to  the  calendar  year 
1917,  and  then  taking  the  proportion  thereof  which  the 
part  of  such  fiscal  year  falling  within  the  calendar  year 
1917  bears  to  the  full  fiscal  year.  See  section  206(c)  of  the 
statute  and  article  1621."* 

1  R.  A.  1918,  BM.  218(C).  *  Reg.  45,  Art.  S82. 
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''Any  deductions,  exemptions  or  credits  to  which  the 
stockholder  of  a  personal  service  corporation  with  a  fiscal 
year  ending  in  1918  is  entitled  shall  first  be  applied  against 
his  income  subject  to  the  rates  for  the  calendar  year  1918, 
unless  of  a  kind  plainly  and  properly  chargeable  against  in- 
come taxable  at  the  rates  for  the  calendar  year  1917.  The 
proportionate  share  of  a  stockht)lder  of  any  excess  profits 
tax  imposed  upon  the  corporation  under  the  Revenue  Act 
of  1917  with  respect  to  that  part  of  the  fiscal  year  falling 
within  the  calendar  year  1917  is  plainly  and  properly 
chargeable  against  income  taxable  at  the  rates  for  that  year 
and  shall  be  credited  against  such  income  of  the  stockholder. 
In  determining  the  rates  of  tax  applicable  to  the  amounts 
of  the  distributive  shares  of  the  stockholders  attributable  to 
the  calendar  years  1917  and  1918,  respectively,  the  amounts 
subject  to  the  rates  for  the  calendar  year  1918  shall  be 
placed  in  the  lower  brackets  of  the  rate  schedule  provided 
in  the  present  statute  and  the  amounts  attributable  to  the 
calendar  year  1917  in  the  next  higher  brackets  of  the  rate 
schedule  applicable  to  that  year.  See  section  206  of  the 
statute  and  article  1641,  and  also  section  1  of  Title  I  of 
the  Revenue  Act  of  1916  and  sections  1  and  2  of  Title  I 
of  the  Revenue  Act  of  1917."* 

"Such  part  of  a  stockholder's  distributive  share  of  the 
net  income  of  a  personal  service  corporation  for  its  fiscal 
year  ending  in  1919  as  is  attributable  to  the  calendar  year 
1919  is  taxable  at  the  rates  for  such  calendar  year,  and  such 
part  of  such  distributive  share  as  is  attributable  to  the 
calendar  year  1918  is  taxable  at  the  rates  for  such  calendar 
year.  The  part  of  a  stockholder's  distributive  share  of  the 
net  income  of  a  corporation  for  its  fiscal  year  attributable 
to  the  calendar  year  1919  is  found  by  determining  his  dis- 
tributive share  of  the  net  income  of  the  corporation  for  its 
fiscal  year,  whether  distributed  or  not,  in  the  same  manner 
as  if  the  fiscal  year  were  the  calendar  year  1919,  and  then 
taking  the  proportion  thereof  which  the  part  of  such  fiscal 
year  falling  within  such  calendar  year  bears  to  the  fuU 

•  Reg.  45.  Art.  888. 
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fiscal  year.  The  part  of  a  stockholders  distributive  share 
of  the  net  income  of  a  corporation  for  its  fiscal  year  attribu- 
table to  the  calendar  year  1918  is  found  by  determining 
his  distributive  share  of  the  net  income  of  the  corporation 
for  its  fiscal  year,  whether  distributed  or  not,  in  the  same 
manner  as  if  the  fiscal  year  were  the  calendar  year  1918,  and 
then  taking  the  proportion  thereof  which  the  part  of  such 
fiscal  year  falling  within  such  calendar  year  bears  to  the 
full  fiscal  year.  The  stockholder  is  also  liable  to  tax  on 
dividends  received  out  of  earnings  or  profits  accumulated 
since  February  28,  1913,  and  before  January  1,  1918.  See 
sections  201  and  205(c)  of  the  statute  and  articles  1541- 
1543  and  1621."* 

'^Any  deductions,  exemptions  or  credits  to  which  the 
stockholder  of  a  personal  service  corporation  with  a  fiscal 
year  ending  in  1919  is  entitled  shall  fij:^t  be  applied  against 
his  income  subject  to  the  rates  for  the  calendar  year  1919, 
unless  of  a  kind  plainly  and  properly  chargeable  against  in- 
come taxable  at  the  rates  for  the  calendar  year  1918.  In 
determining  the  rates  of  tax  applicable  to  the  amounts  of 
the  distributive  shares  of  the  stockholders  attributable  to 
the  calendar  years  1918  and  1919,  respectively,  the  amounts 
subject  to  the  rates  for  the  calendar  year  1919  shall  be 
placed  in  the  lower  brackets  of  the  rate  schedule  provided 
in  the  statute  and  the  amounts  attributable  to  the  calendar ' 
year  1918  in  the  next  higher  brackets  of  the  rate  schedule 
applicable  to  that  year.  See  section  206  of  the  statute  and 
article  1641.'" 

Except  for  fiscal  years  ending  in  1918  or  1919  the  gen- 
eral rule  is  that  if  a  fiscal  year  of  a  personal  service  corpora- 
tion ends  during  a  calendar  year  for  which  the  rates  of  tax 
differ  from  those  for  the  preceding  calendar  year,  then  (1) 
the  rates  for  such  preceding  calendar  year  shall  apply  to 
an  amount  of  each  stockholder's  share  of  such  personal  ser- 
vice corporation's  net  income  equal  to  the  proportion  which 
the  part  of  such  fiscal  year  faUing  within  such  calendar 
year  bears  to  the  full  fiscal  year,  and  (2)  the  rates  for  the 

«  B,9g.  46,  Art  334.  »  Reg.  45,  Art.  335. 
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calendar  year  during  which  such  fiscal  year  ends  shall  apply 
to  the  remainder.* 

§334.  Returns. — ^Every  personal  service  corporation  shsli 
make  a  return,  stating  specifically  the  items  of  its  gross 
income  and  the  deductions  and  credits  allowed  by  the  stat- 
ute. The  return  shall  be  sworn  to  by  the  president,  vice- 
president  or  other  principal  officer  and  by  the  treasurer  or 
assistant  treasurer.^ 

"Every  personal  service  corporation  must  make  a  return 
of  income,  regardless  of  the  amount  of  its  net  income.  The 
return  shall  be  on  form  1065  (revised).  It  shall  be  made 
for  the  taxable  year  of  the  personal  service  corporation  ; 
that  is,  for  its  annual  accounting  period  (fiscal  year  or  cal- 
endar year,  as  the  case  may  be),  regardless  of  the  taxable 
years  of  its  stockholders.  See  sections  200,  212  and  218 
of  the  statute  and  articles  1523-1532,  25,  26  and  328-335. 
If  the  personal  service  corporation  makes  any  change  in 
its  accounting  period  it  shall  render  its  return  in  accord- 
ance with  the  provisions  of  section  226  of  the  statute  and 
article  431.  The  return  of  a  personal  service  corporation 
shall  state  specifically  (a)  the  items  of  its  gross  income 
enumerated  in  section  213  of  the  statute;  (5)  the  deduc- 
tions enumerated  in  section  214  of  the  statute,  other  than 
the  deduction  provided  in  paragraph  (11)  of  subdivision 
(a)  of  that  section;  (c)  the  amounts  specified  in  sub- 
divisions (a)  and  (b)  of  section  216  of  the  statute  received 
by  the  personal  service  corporation ;  (d)  the  amount  of  any 
income,  war  profits  and  excess  profits  taxes  of  the  personal 
service  corporation  paid  during  the  taxable  year  to  a  for- 
eign country  or  to  any  possession  of  the  United  States,  and 
the  amount  of  any  such  taxes  accrued  but  not  paid  during 
the  taxable  year;  (e)  the  amounts  distributed  by  the  cor- 
poration during  its  taxable  year  with  the  dates  of  distri- 
bution; (/)  the  names  and  addresses  of  the  stockholders  of 
the  corporation  at  the  close  of  its  taxable  year  and  their 
respective  shares  in  such  corporation ;  {g)  such  facts  as  tend 

•  R.  A.  1918,  Sec.  218(b).  ^  B.  A.  1918,  Sec.  239. 
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to  show  whether  or  not  the  corporation  is  a  personal  servlcfi 
corporation ;  and  (h)  such  other  facts  as  are  required  by  the 
form.  A  personal  service  corporation  which  makes  a  re- 
turn for  a  fiscal  year  beginning  in  1917  shall  include  there- 
in all  the  facts  required  for  the  computation  of  Income  and 
excess  profits  taxes  under  Title  I  of  the  Revenue  Act  of 
1916,  and  amended  by  the  Revenue  Act  of  1917,  and  under 
Titles  I  and  n  of  the  Revenue  Act  of  1917,  See  sections  206 
and  335  of  the  statute  and  articles  1621-1625  and  951/'* 

Personal  service  corporations  must  also  render  returns  of 
information  as  described  generally  in  §231  and  specifically  in 
the  following  regulation: 

"Partnerships  and  personal  service  corporations  shall 
prepare  reports  on  form  1099  (revised)  for  each  member 
of  the  partnership  or  personal  service  corporation,  and 
fiduciaries  shall  prepare  such  reports  for  each  beneficiary  of 
the  estate  or  trust,  showing  in  every  case  the  distributive 
shares  of  the  members  or  beneficiaries,  whether  or  not 
actually  distributed.  The  words  'Partnership,^  'Personal 
service  corporation'  or  'Fiduciary,*  as  the  case  may  be, 
should  be  entered  on  the  blank  line  of  the  form  under  'Kind 
of  Income  paid.'  Such  reports  on  form  1099  (revised)  are 
to  be  filed  with  the  collector  with  the  returns  of  Income  of 
such  partnerships,  personal  service  corporations  or  fiduci- 
aries. Instead  of  being  transmitted  to  the  Commissioner  ac- 
companied by  form  1096  (revised).''* 

§336.  Partly  personal  service  biifliiie(98.r— If  part  of  the  net 
income  of  a  corporation  is  derived  (1)  from  a  trade  or  busi* 
nes$  (or  a  branch  of  a  trade  or  business)  in  which  the  em* 
ployment  of  capital  is  necessary^  and  (2)  a  part  (constitut- 
ing not  less  than  30  per  cent  of  its  total  net  income)  is 
derived  from  a  separate  trade  or  business  (or  a  distinctly 
separate  branch  of  the  trade  or  business)  which  if  consti- 
tuting the  Sole  trade  or  business  would  bring  it  within  the 
class  of  personal  service  corporations,  then  the  excess  profits 
tax,  but  not  the  income  tax,  upon  the  first  part  of  such  net 

•  Reg.  46,  Art.  aM.  •  Reg.  46,  Art.  1078. 
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income  shall  be  separately  computed  (allowing  in  such 
computation  only  the  same  proportionate  part  of  the  credits 
authorized  in  §§22  and  23),  and  the  tax  upon  the  second 
part  shall  be  the  same  percentagre  thereof  as  the  tax 
so  computed  upon  the  first  part  is  of  such  first  part.  The 
tax  upon  such  second  part  shall  in  no  case,  however,  be  less 
than  20  per  cent  thereof,  unless  the  tax  upon  the  entire  net 
income,  if  computed  without  the  benefit  of  this  provision, 
would  constitute  less  than  20  per  cent  of  such  entire  net 
income,  in  which  event  the  tax  shall  be  determined  upon 
the  entire  net  income,  without  reference  to  this  provision, 
as  other  excess  profits  taxes  are  determined.  The  total 
tax  computed  under  this  provision  shall  be  subject  to  the 
limitations  provided  in  §25.''' 

"For  the  purpose  of  determining  whether  or  not  a  cor- 
poration partly  partaking  of  the  nature  of  a  personal  service 
corporation  is  within  the  scope  of  section  303  of  the  statute 
and  also  for  the  purpose  of  establishing  the  basis  for  the 
computation  of  the  tax,  the  corporation  shall  apportion  or 
allocate  its  invested  capital  between  each  trade  or  business 
or  branch  thereof  as  nearly  as  may  be  in  accordance  with 
the  actual  facts,  and  shall  submit  with  its  return  an  ex- 
planatory statement  setting  forth  the  manner  in  which  the 
apportionment  of  the  invested  capital  employed  in  the  pro- 
duction of  each  part  of  its  net  income  has  been  determined. 
There  must  be  assigned  to  any  personal  service  trade  or 
business  or  branch  thereof  an  amount  of  invested  capital 
at  least  as  great  as  that  which  would  ordinarily  be  em- 
ployed by  a  personal  service  corporation  of  similar  size  and 
standing  for  the  payment  of  salaries  and  ofiice  expenses, 
maintenance  of  library  and  equipment,  credit  advances  to 
clients,  etc.  For  the  method  of  determining  the  portion  of 
the  net  income  derived  from  each  trade  or  business  or 
branch  thereof  see  article  715.  For  the  definition  of  'per- 
sonal service  corporation'  see  articles  1523-1532."^ 

"(1)  The  tax  upon  the  non-personal  service  part  of  the 
net  income  is  computed  upon  the  basis  of  (a)  such  part  of 

10  R.  A.  1918,  Sec.  803.  *     Beg.  46,  Art.  741. 
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the  entire  average  net  income  for  the  prewar  period  as  was 
derived  from  the  same  trade  or  business  or  branch  thereof; 
(h)  such  part  of  the  entire  average  invested  capital  for  the 
prewar  period  as  was  employed  in  the  production  of  the 
part  of  the  net  income  for  that  period  determined  under 
(a) ;  (c)  such  part  of  the  entire  invested  capital  for  the 
taxable  year  as  has  been  employed  in  the  production  of  the 
net  income  upon  which  the  tax  is  being  computed;  and 
(d)  the  same  proportion  of  the  specific  exemption  and  cred- 
its as  the  proportion  which  the  part  of  the  net  income  upon 
which  the  tax  is  being  computed  is  of  the  entire  net  income. 
If  the  corporation  was  in  existence  during  the  prewar  period, 
but  did  not  conduct  this  trade  or  business  or  branch  thereof 
during  that  period,  the  war  profits  credit  shall  be  computed 
as  provided  in  section  311(b)  of  the  statute. 

"(2)  The  tax  upon  the  personal  service  part  of  the  net 
income  is  the  same  percentage  thereof  as  the  tax  computed 
under  (1)  is  of  the  non-personal  service  part  of  the  net 
income.  The  tax  under  this  paragraph  shall  in  no  case 
be  less  than  20  per  cent  of  the  personal  service  part  of  the 
entire  net  income,  unless  the  tax  upon  the  entire  net  income 
if  computed  in  the  ordinary  way  would  be  less  than  20  per 
cent  of  such  entire  net  income.  In  that  event,  and  in  any 
case  in  which  the  amount  of  the  total  tax  as  computed 
under  this  article  is  the  same  as  or  greater  than  the  tax  as 
computed  in  the  ordinary  way,  the  tax  shall  be  computed 
under  section  301  of  the  statute.  See  section  302  and  ar- 
ticles 711-720  and  731-733."" 

The  following  is  an  illustration  of  the  computation  of  the 
war  profits  and  excess  profits  tax,  at  the  1918  rates,  where 
the  business  is  partly  personal  service: 

"A  corporation  is  engaged  in  contracting  and  construc- 
tion work  (a  non-personal  service  business  in  which  the 
employment  of  capital  is  necessary)  and  also  renders  con- 
sulting engineering  service  (a  personal  service  business 
which  if  constituting  its  sole  business  would  bring  it  within 
the  class  of  personal  service  corporations) .    It  has  an  aver- 

»  Reg.  45.  Art.  742. 
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age  prewar  invested  capital  of  |60,000  (of  which  $38,000 
was  used  in  contracting  work  and  |12,000  in  engineering) ; 
an  average  prewar  net  income  of  |52,000  (of  which  |12,- 
000  was  derived  from  contracting  and  $40,000  from  engi- 
neering) ;  an  invested  capital  for  1918  of  $100,000  (of  which 
$81,000  is  used  in  contracting  and  $19,000  in  engineering) ; 
and  a  net  income  for  1918  of  $90,000  (of  which  $30,000  is 
derived  from  contracting  and  $60,000  from  engineering)  • 

''(1)  In  computing  the  tax  upon  the  first  or  non-personal 
service  part  of  the  net  income  (i.  e.,  $30,000  derived  from 
contracting)  the  specific  exemption  is  $1,000  (i.  e.,  the 
same  proportion  of  $3,000  which  $30,000  is  of  the  entire  net 
income  of  $90,000).  The  excess  profits  credit  is  a  specific 
exemption  of  $1,000,  plus  8  per  cent  of  the  invested  capital 
used  in  contracting  (i.  e,,  8  per  cent  of  $81,000)  or  $6,480,  a 
total  of  $7,480.  The  war  profits  credit  is  a  specific  exemp- 
tion of  $1,000,  plus  the  average  prewar  net  income  derived 
from  contracting  or  $12,000,  plus  10  per  cent  of  $43,000 
(the  difference  in  invested  capital  used  in  contracting)  or 
$4,300,  making  a  total  of  $17,300. 

"First  bracket. — ^The  amount  of  the  net  income  derived 
from  contracting  ($30,000)  in  excess  of  the  excess  profits 
credit  ($7,480)  and  not  in  excess  of  20  per  cent  of  the  in- 
vested capital  (i.  e.,  20  per  cent  of  $81,000)  or  $16,200  is 
$8,720.  The  tax  under  this  bracket  is  30  per  cent  of  this 
amount  (i.  e.,  30  per  cent  of  $8,720)  or  $2,616. 

"Second  bracket. — The  amount  of  the  net  income  derived 
from  contracting  ($30,000)  in  excess  of  20  per  cent  of  the 
invested  capital  used  in  contracting  (i.  e.,  20  per  cent  of 
$81,000)  or  $16,200  is  $13,800.  The  tax  computed  under 
this  bracket  is  65  per  cent  of  this  amount  (65  per  cent  of 
$13,800)  or  $8,970. 

"Third  bracket. — Eighty  per  cent  of  the  amount  of  the 
net  income  derived  from  contracting  in  excess  of  the  war 
profits  credit  (i.  e.,  80  per  cent  of  the  amount  by  which  $30,- 
000  exceeds  $17,300  or  80  per  cent  of  $12,700)  is  $10,160. 
The  amount  of  the  tax  computed  under  the  first  and  second 
brackets  ($2,616  plus  $8,970)  is  $11,586.  There  is  no  tax 
under  this  bracket,  as  $10,160  does  not  exceed  $11,586. 
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''Tax. — ^The  tax  upon  the  first  portion  of  the  net  income 
(i.  e.,  $30,000  derived  from  contracting)  is  the  sum  of  the 
taxes  computed  under  the  three  brackets  (i.  6«,  $2,616  idus 
$8,970  plus  nothing)  or  $11,586.  This  is  88.62  per  cent  of 
$30,000  of  the  net  income  from  contracting. 

''(2)  The  tax  upon  the  second  or  personal  service  part  of 
the  net  income  (i.  e.,  $60,000  derived  from  engineering)  is 
the  same  percentage  of  such  part  of  the  net  income  (i.  e., 
38.62  per  cent  of  $60,000)  or  $23,172. 

''(3)  The  total  tax  is  the  sum  of  $11,586  (the  tax  upon 
the  first  part  of  the  net  income  derived  from  contracting) 
and  $23,172  (the  tax  upon  the  second  part  of  the  net  in- 
come derived  from  engineering)  or  $34,758.''* 

•  Beg.  45,  Art  748. 
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Corporations  Utilized  to  Evade  Surtax 

§341.  When  profits  of  corporation  taxable  to  stock- 
holders.— ^If  any  corporation,  however  created  or  organ- 
ized, is  formed  or  availed  of  for  the  purpose  of  preventing: 
the  imposition  of  the  surtax  upon  its  stockholders  or  mem- 
bers through  the  medium  of  permitting  its  gains  and  profits 
to  accumulate  instead  of  being  divided  or  distributed,  its 
stockholders,  and  not  such  corporation,  shall  be  subject  to 
the  income  tax  thereon.  The  fact  that  any  corporation  is  a 
mere  holding  company,  or  that  the  gams  and  profits  are 
permitted  to  accumulate  beyond  the  reasonable  needs  of  the 
business,  shall  be  prima  facie  evidence  of  a  purpose  to  escape 
the  surtax;  but  the  fact  that  the  gains  and  profits  are  in 
any  case  permitted  to  accumulate  and  become  surplus  shall 
not  be  construed  as  evidence  of  a  purpose  to  escape  the 
tax  in  such  case  unless  the  Commissioner  certifies  that  in 
his  opinion  such  accumulation  is  unreasonable  for  the  pur- 
poses of  the  business.  When  requested  by  the  Commissioner 
or  any  collector  every  corporation  shall  forward  to  him  a 
correct  statement  of  such  gains  and  profits  and  the  names 
and  addresses  of  the  individuals  or  shareholders  who  would 
be  entitled  to  the  same  if  divided  or  distributed,  and  of  the 
amounts  that  would  be  payable  to  each.* 

"Where  a  domestic  or  foreign  corporation  permits  its 
gains  and  profits  to  accumulate  for  the  purpose  of  prevent- 
ing the  imposition  of  the  surtax  upon  such  income  if  dis- 
tributed to  its  stockholders,  it  shaU  not  be  subject  to  the 
income  tax  as  a  corporation,  but  its  stockholders  shall  be 
subject  to  tax  in  the  same  way  as  the  stockholders  of  a 
personal  service  corporation,  except  that  the  war  profits 
and  excess  profits  tax  on  the  corporation  shall  first  be  de- 
ducted from  its  net  income  before  computing  the  propcHV 


1  R.  A.  1918.  See.  220. 
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tionate  shares  of  the  stockholders.  See  section  218  of  the 
statute  and  articles  328-335.  In  any  case  the  Commissioner 
or  a  collector  may  require  a  corporation  to  furnish  a  state- 
ment of  its  gains  and  profits  and  of  the  names,  addresses 
and  shareholdings  of  the  stockholders.  If  upon  the  basis 
of  such  statement  or  other  evidence  the  Commissioner  certi- 
fies that  in  his  opinion  its  accumulation  of  profits  is  un- 
reasonable for  the  purposes  of  the  business,  but  only  if  he 
so  certifies,  the  corporation  and  its  stockholders  shall  make 
their  returns  accordingly."" 

"The  application  of  section  220  of  the  statute  depends 
upon  the  two  elements  of  (a)  purpose  to  escape  the  sur- 
tax and  (h)  unreasonable  accumulation  of  gains  and  profits. 
Prima  facie  evidence  of  (a)  exists  where  a  corporation  has 
practically  no  business  except  holding  stocks,  securities  or 
other  property  and  collecting  the  income  therefrom,  or 
where  a  corporation  other  than  a  mere  holding  company 
permits  its  gains  and  profits  to  accumulate  beyond  the 
reasonable  needs  of  the  business.  The  business  of  a  cor- 
poration is  not  limited  to  that  which  it  has  previously  car- 
ried on,  but  in  general  includes  any  line  of  business  which 
it  may  legitimately  undertake.  However,  a  radical  change 
of  business  when  a  considerable  surplus  has  been  accu- 
mulated may  afford  evidence  of  a  purpose  to  escape  the  sur- 
tax. When  one  corporation  owns  the  stock  of  another  cor- 
poration in  the  same  or  a  related  line  of  business  and  in 
effect  operates  the  other  corporation,  the  business  of  the 
latter  may  be  considered  in  substance  the  business  of  the 
first  corporation.  Gains  and  profits  of  the  first  corporation 
put  into  the  second  through  the  purchase  of  stock  or  other- 
wise may  therefore,  if  a  subsidiary  relationship  is  estab- 
lished, constitute  employment  of  the  income  in  its  own  busi- 
ness. To  establish  that  the  business  of  one  corporation  can 
be  regarded  as  including  the  business  of  another  it  is  ordi- 
narily essential  that  the  first  corporation  own  substantially 
all  of  the  stock  of  the  second.  Investment  by  a  corpora- 
tion of  its  income  in  stock  and  securities  of  another  cor- 

•  Beg.  46,  Art  881. 
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poration  is  not  without  more  to  be  regarded  as  employment 
of  the  income  in  its  business."* 

''An  accumulation  of  gains  and  profits  is  unreasonable 
if  it  is  not  required  for  the  purposes  of  the  business,  con- 
sidering all  the  circumstances  of  the  case.  No  attempt 
can  be  made  to  enumerate  all  the  ways  in  which  gains  and 
profits  of  a  corporation  may  be  accumulated  for  the  rea- 
sonable needs, of  the  business.  Undistributed  income  is 
properly  accumulated  if  invested  in  increased  inventories  or 
additions  to  plant  reasonably  needed  by  the  business.  It  is 
properly  accumulated  if  retained  for  working  capital  re- 
quired by  the  business  or  in  accordance  with  contract  obli- 
gations placed  to  the  credit  of  a  sinking  fund  for  the  purpose 
of  retiring  bonds  issued  by  the  corporation.  In  the  case 
of  a  banking  institution  the  business  of  which  is  to  receive 
and  loan  money,  using  capital,  surplus  and  deposits  for  that 
purpose,  undistributed  income  actually  represented  by  loans 
or  reasonably  retained  for  future  loans  is  not  accumulated 
beyond  the  reasonable  needs  of  the  business.  The  nature 
of  the  investment  of  gains  and  profits  is  immaterial  if  they 
are  not  in  fact  needed  in  the  business."* 


§342.  Method  of  taxation. — ^Any  such  corporation  de- 
scribed in  the  last  section  shall  not  be  subject  to  the  in- 
come tax,  but  the  stockholders  or  members  thereof  shall  be 
subject  to  taxation  in  the  same  manner  as  provided  in  chap- 
ter 33  in  the  case  of  stockholders  of  a  personal  service 
corporation,  except  that  the  war  profits  and  excess  profits 
tax  shall  be  deducted  from  the  net  income  of  the  corpora- 
tion before  the  computation  of  the  proportionate  share  of 
each  stockholder  or  member.' 

In  other  words,  the  stockholders  are  taxed  like  stockhold- 
ers in  a  personal  service  corporation  on  their  distributive 
shares  of  the  net  income  of  the  corporation  remaining  after 
deduction  of  the  excess  profits  tax  on  the  corporation  paid 
or  acrued  for  the  same  taxable  year. 

s  Reg.  45»  Art.  862.  s  r.  a.  1018,  Sec.  220. 

*  Reg.  45,  Art.  858. 
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Under  the  Revenue  Act  of  1916,  as  amended  by  the  Rev- 
enue Act  of  1917,  an  additional  tax  of  10  per  cent  was  im- 
posed upon  the  amount  remaininsr  undistributed  six  months 
after  the  end  of  each  taxable  year  of  the  total  net  income 
of  every  corporation,  less  income  taxes,  to  the  extent  that 
such  ui^istributed  net  income  was  not  actually  invested  and 
enq)Ioyed  in  the  business  or  retained  for  emi^ojonent  In  the 
reasonable  requirements  of  the  business  or  invested  in  obli- 
gations of  the  United  States  issued  after  September  1, 1917/ 
This  tax  is  no  longer  in  force. 

•R.  A.  1016.  ai  amfiDded  by  R.  A.  1917.  Sec  10(b).    Cf.  T.  D.  2S70,  Not. 
OL  ]»17:  T.  D.  2700.  Apr.  16^  IMS;  T.  D.  mi,  Jum  1M,  IMS;  T.  D*  tTBS.  Oct.  tl. 
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CHAPTER  85 

Insurance  Companies 

§361.  Gross  income. — In  the  case  of  an  insurance  com- 
pany subject  to  the  income  tax  the  term  ''gross  income'' 
means  the  gross  income  as  defined  in  chapters  6  to  10,  except 
that: 

(1)  In  the  case  of  life  insurance  companies  there  shall 
not  be  included  in  gross  income  such  portion  of  any  actual 
premiimi  received  from  any  individual  policyholder  as  is 
paid  back  or  credited  to  or  treated  as  an  abatement  of 
premiimi  of  such  policyholder  within  the  taxable  year;  and 

(2)  Mutual  marine  insurance  companies  shall  include  in 
gross  income  the  gross  premiums  collected  and  received 
by  them  less  amounts  paid  for  reinsurance/ 

Insurance  companies  are  defined  in  §293. 

'The  gross  income  of  insurance  companies  consist^  of 
their  total  revenue  from  the  operation  of  the  business  and 
of  their  income  from  all  other  sources  within  the  taxable 
year,  except  as  otherwise  provided  by  the  statute.  Gross 
income  includes  net  premiums  (that  is,  gross  premiums  less 
returned  premiums  on  policies  cancelled  and  premiums  on 
policies  not  taken),  investment  income,  profits  from  the 
sale  of  assets,  and  all  gains,  profits  and  income  reported  to 
the  State  insurance  departments,  except  income  specifically 
exempt  from  tax.  Premiums  received  by  mutual  marine 
insurance  companies  which  are  paid  out  for  reinsurance 
should  be  eliminated  from  gross  income  and  the  pajrments 
for  reinsurance  from  disbursements.  Deposit  premiums 
on  perpetual  risks  received  and  returned  by  fire  insurance 
companies  should  be  treated  in  the  same  manner,  as  no 

1  R.  A.  1918.  Sec  233(a).  See  Mot  Benefit  Life  Ins.  Co.  t.  Herold«  198  Fed. 
199,  991  Fed.  918,  231  U.  8.  796  (R.  A.  1909);  Coan.  Gea.  Life  Int.  Co.  ▼.  Baten, 
218  Fed.  188,  228  Fed.  1022  (R.  A.  1909) ;  Ins.  Co.  of  N.  A.  t.  HcCoach.  218  Fed. 
906  (R.  A  1909) ;  Ltnnber  Miit.  Fire  Int.  Co.  ▼.  Bialley,  206  Fed.  SSO  (R.  A. 
1909):  N.  W.  Mut.  Life  Ins.  Co.  t.  Fink.  248  Fed.  668  <R.  A.  1909) ;  Prudential 
Inc.  Co.  T.  Herold,  M7  Fed.  681  (R.  A.  1909) ;  N.  T.  Life  Int.  Co.  t.  Anderaon 
257  Fed.  676  (R.  A.  1909). 
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reserve  will  be  recognized  covering  liability  for  such  de- 
posits. The  earnings  on  such  deposits  must  be  included  in 
the  investment  income.  A  net  decrease  in  reserve  funds 
required  by  law  within  the  taxable  year  must  be  included 
in  the  gross  income.    See  articles  568-572."' 

"A  life  insurance  company  shall  not  include  in  gross  in- 
come such  portion  of  any  actual  premium  received  from  any 
individual  policyholder  as  is  paid  back  or  credited  to  or 
treated  as  an  abatement  of  premium  of  such  policyholder 
within  the  taxable  year,  (a)  Taid  back'  means  paid  in 
cash.  (6)  'Credited  to'  nieans  held  to  the  credit  of,  including 
dividends  applied  to  pay  renewal  premiums,  to  purchase 
additional  paid-up  insurance  or  annuities,  or  to  shorten  the 
endowment  or  premium-pajring  period.  It  does  not  include 
dividends  provisionally  ascertained  and  apportioned  upon 
deferred  dividend  policies,  (c)  Treated  as  an  abatement 
of  premium'  means  of  the  premium  for  the  taxable  year. 
Where  the  dividend  paid  back  is  in  excess  of  the  premium 
received  from  the  poUcyholder  within  the  taxable  year  there 
may  be  excluded  from  gross  income  only  the  amount  of  such 
premium  received,  and  where  no  premium  is  received  from 
the  policyholder  within  the  taxable  year  the  company  is  not 
entitled  to  exclude  from  its  premiums  received  from  other 
policyholders  any  amount  in  respect  of  such  dividend  pay- 
ment.'" 


§352.  Deductions  from  gross  income. — In  computing  the 
net  income  of  insurance  companies,  in  addition  to  the  de- 
ductions permitted  ordinary  corporations  as  described  in 
chapters  11  to  15,  there  are  allowed  special  deductions  from 
gross  income.    These  comprise: 

(1)  In  the  case  of  insurance  companies  (a)  the  net  Suldi* 
tion  required  by  law  to  be  made  within  the  taxable  year  to 
reserve  funds  (including  in  the  case  of  assessment  insurance 
companies  the  actual  deposit  of  sums  with  State  or  Terri- 
torial officers  pursuant  to  law  as  additions  to  guarantee  or 

«  Reg.  45.  Art  548.     Cf.  T.  D.  2161.  Feb.  19.  1915. 

•  Reg,  45,  Art.  649.  See  Lederer  t.  Penn  Mutual  Life  Insurance  Co.,  258  Fed. 
81.  T.TC).  2899,  July  24,  1919  (R.  A.  1913). 
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reserve  funds) ;  and  (b)  the  sums  other  than  dividends  paid 
within  the  taxable  year  on  policy  and  annuity  contracts ; 

(2)  In  the  case  of  corporations  issuing  policies  covering 
life,  health  and  accident  insurance  combined  in  one  policy 
issued  on  the  weekly  premium  payment  plan  continuing 
for  life  and  not  subject  to  cancellation,  in  addition  to  the 
above,  such  portion  of  the  net  addition  (not  required  by  law) 
made  within  the  taxable  year  to  reserve  funds  as  the  Com- 
missioner finds  to  be  required  for  the  protection  of  the  hold- 
ers of  such  policies  only; 

(3)  In  the  case  of  mutual  marine  insurance  companies, 
there  shall  be  allowed,  in  addition  to  the  deduction  allowed 
in  paragraph  (1),  the  amounts  repaid  to  policyholders  on 
account  of  premiums  previously  paid  by  them,  and  interest 
paid  upon  such  amounts  between  the  ascertainment  and  the 
pajonent  thereof;  and 

(4)  In  the  case  of  mutual  insurance  companies  (other  than 
mutual  life  or  mutual  marine  insurance  companies)  requir- 
ing their  members  to  make  piemium  deposits  to  provide  for 
losses  and  expenses,  there  shall  be  allowed,  in  addition  to 
the  deduction  allowed  in  paragraph  (1),  (unless  otherwise 
allowed)  the  amount  of  premium  deposits  returned  to  their 
policyholders  and  the  amount  of  premium  deposits  retained 
for  the  payment  of  losses,  expenses  and  reinsurance  re- 
serves.* 

"Insurance  companies  are  entitled  to  the  same  deductions 
from  gross  income  as  other  corporations,  and  also  to  the 
deduction  of  the  net  addition  required  by  law  to  be  made 
within  the  taxable  year  to  reserve  funds  and  of  the  sums 
other  than  dividends  paid  within  the  taxable  year  on  policy 
and  annuity  contracts/  Taid'  includes  'accrued'  or  'incurred' 
(construed  according  to  the  method  of  accounting  upon  the 
basis  of  which  the  net  income  is  computed)  during  the 
taxable  year,  but  does  not  include  any  estimate  for  losses 

4R.  A.  1918,   Sec.  284(a)  (10)  (11)  (12)  (13). 

8  See  Mat  Benefit  Life  Ins.  Co.  y.  Herold,  198  Fed.  199  (R.  A.  1909) ;  McCoach 
V.  Ins.  Co.  of  N.  A.,  244  U.  S.  685  (R.  A.  1909) ;  N.  W.  Mut.  Life  Ins.  Co.  v. 
Pink,  248  Fed.  668  (R.  A.  1909) ;  Prudential  Ina.  Co.  v.  Herold.  247  Fed.  681  (R. 
A.  1909) ;  Nat.  Life  &  Ace.  Ins.  Co.  v.  Craig,  251  Fed.  524,  (R.  A.  1909) ;  Mary- 
land Casualty  Co.  v.  United  States,  52  Ct.  CI.  201  (R.  A.  1909).    C£.  T.  D.  1727, 


Aug.  25,  1911;  T.  D.  1748.  Dec.  16,  1911. 
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incurred  but  not  reported  during  the  taxable  year.  As 
payments  on  policies  there  should  be  reported  all  death,  dis- 
ability and  other  policy  claims  (other  than  dividends  as 
above  specified)  paid  within  the  year,  including  fire,  accident 
and  Uability  losses,  matured  endowments,  annuities,  pay- 
ments on  installment  pohcies  and  surrender  values  actually 
paid.    See  also  article  566/'* 

"Insurance  companies  may  deduct  from  gross  income  the 
net  addition  required  by  law  to  be  made  within  the  taxable 
year  to  reserve  funds,  including  in  the  case  of  assessment 
insurance  companies  the  actual  deposit  of  sums  with  State 
or  Territorial  officers  pursuant  to  law  as  additions  to  guai> 
antee  or  reserve  funds.  This  is  considered  to  mean  the  net 
addition  required  by  the  specific  statutes  of  the  States  with- 
in which  the  taxpayer  transacts  business.  A  requirement 
by  a  State  insurance  commissioner  that  a  net  addition  shall 
be  made  to  certain  amounts  retained  to  meet  specified 
liabilities  is  not  a  net  addition  required  by  law  to  be  made 
to  reserve  funds  within  the  meaning  of  the  statute.  Only 
reserves  commonly  recognized  as  reserve  funds  in  insurance 
accounting  are  to  be  taken  into  consideration  in  comput- 
ing the  net  addition  to  reserve  funds  required  by  law.  In 
the  case  of  a  fire  insurance  company  the  only  reserve  fund 
commonly  recognized  is  the  'unearned-premium'  fund. 
Casualty  companies  may  deduct  losses  incurred  within  the 
taxable  year;  but  unless  the  net  addition  to  the  unpaid  loss 
reserve  required  by  law  exceeds  such  losses  incurred,  no 
deduction  for  the  net  addition  to  the  unpaid  loss  reserve 
may  be  taken.  In  any  event  only  the  excess  of  such  net 
addition  over  such  losses  may  be  deducted.  In  the  case  of 
life  insurance  companies  the  net  addition  to  the  'reinsurance 
reserve'  and  the  'reserve  for  supplementary  contracts  not 
involving  life  contingencies,'  and  the  net  addition  to  any 
other  reserve  funds  necessarily  maintained  for  the  purpose 
of  hquidating  policies  at  maturity,  are  legally  deductible. 
An  increase  in  the  reserve  maintained  by  a  life  insurance 

•  Rejr.  45,  Art.  668.  See  T.  D.  2882,  Juljr  8,  1919  (R.  A.  1909) ;  Lederer  ▼ 
Peon  Mutual  Life  Inaunmce  Co.,  298  Fed.  at,  T.  D.  2889,  July  24,  1919  <R.  A, 
1918). 
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company  to  pay  dividends  on  deferred  dividend  policies  may 
not  be  deducted  from  gross  income.  Mutual  hail  and  mutual 
cyclone  insurance  companies  are  entitled  to  deduct  from 
gross  income  the  net  addition  which  they  are  required  to 
make  to  the  'guaranty  surplus'  fimd  or  similar  fund/" 

'^Corporations  which  issue  combination  policies  of  life, 
health  and  accident  insurance  on  the  weekly  premium  pay- 
ment plan,  continuing  for  life  and  not  subject  to  cancella^ 
tion,  may  deduct  from  gross  income  only  such  portion  of  the 
net  addition  not  required  by  law  made  within  the  taxable 
year  to  reserve  funds  as  is  needed  for  the  protection  of  the 
holders  of  such  combination  policies.  In  general  the  net 
addition  to  any  fund  especially  maintained  for  the  protec- 
tion of  such  policyholders  may  be  deducted.  The  deter- 
mination by  the  company  of  the  need  for  such  addition  is 
subject  to  review  by  the  C!ommissioner,  and  the  return  of 
income  should  be  accompanied  by  a  full  explanation  of  the 
basis  upon  which  such  fund  and  the  additions  to  it  are 
determined.'^* 

''Mutual  marine  insurance  companies  should  include  in 
gross  income  the  gross  premiums  collected  and  received  by 
them  less  amounts  paid  for  reinsurance.  See  section  233  of 
the  statute  and  article  548.  They  may  deduct  from  gross 
income  amounts  repaid  to  policyholders  on  account  of  pre- 
miums previously  paid  by  them,  together  with  the  interest 
actually  paid  upon  such  amounts  between  the  date  of  ascer- 
tainment and  the  date  of  payment  thereof.  The  remainder 
of  the  premiums  accordingly  form  part  of  the  net  income  of 
the  company,  except  to  the  extent  that  they  are  subject  to 
the  deductions  allowed  insurance  companies  in  general  and 
other  corporations."* 

"Mutual  insurance  companies  (other  than  mutual  life  and 
mutual  marine  insurance  companies),  which  require  their 
members  to  make  premium  deposits  to  provide  for  losses  and 
expenses,  are  allowed  to  deduct  from  gross  income  the  aggre- 
gate amount  of  premium  deposits  returned  to  their  policy- 
holders or  retained  for  the  payment  of  losses,  expenses  and 

T  B«ff.  46,  Art  060.  •  Reg.  46,  Art  671. 

•  BciT.  4i,  Art  670. 

Digitized  by  VjOOQIc 


§  353  INSURANCE  COMPANIES 

reinsurance  reserves.  If,  however,  any  portion  of  such 
amount  is  applied  during  the  taxable  year  to  the  pa3rment 
of  losses,  expenses  or  reinsurance  reserves,  for  which  a  sep- 
arate allowance  is  taken,  then  such  portion  is  not  deduct- 
ible; and  if  any  portion  of  such  amount  for  which  an 
allowance  is  taken  is  subsequently  applied  to  the  pa3rment 
of  expenses,  losses  or  reinsurance  reserves,  then  such  pay- 
ment cannot  be  separately  deducted.  An  amount  of 
premium  deposits  retained  for  the  pa3rment  of  expenses  and 
losses,  and  the  amount  of  such  expenses  and  losses,  may  not 
both  be  deducted.  A  company  which  invests  part  of  the 
premium  deposits  so  retained  by  it  in  interest-bearing 
securities  may  nevertheless  deduct  such  part,  but  not  the 
interest  received  on  such  securities.  A  mutual  fire  insurance 
company  which  has  a  guaranty  capital  is  taxed  like  other 
mutual  fire  insurance  companies.  A  stock  fire  insurance 
company,  operated  on  the  mutual  plan  to  the  extent  of  pay- 
ing dividends  to  certain  classes  of  policyholders,  may  make  a 
return  on  the  same  basis  as  a  mutual  fire  insurance  com- 
pany with  respect  to  its  business  conducted  on  the  mutual 
plan."^ 

§353.  Invested  capital. — ^'The  reserve  funds  of  insurance 
companies,  the  net  additions  to  which  are  deductible  from 
gross  income  under  the  provisions  of  section  234  of  the 
statute,  cannot  be  included  in  computing  invested  capital. 
See  sections  325  and  326(b)  and  articles  569  and  814."' 

§354.  Returns. — "Insurance  companies  transacting  busi- 
ness in  the  United  States  or  deriving  an  income  from  sources 
therein  are  required  to  file  returns  of  income.  The  return 
shall"  be  on  form  1120.  As  an  aid  in  auditing  the  returns, 
wherever  possible  a  copy  of  the  report  to  the  State  insurance 
department  should  be  submitted  with  the  return.  Other- 
wise a  copy  of  schedule  D,  parts  1,  3  and  4,  of  the  report 
should  be  attached  to  the  return,  showing  the  federal.  State 
and  municipal  obligations  from  which  the  interest  omitted 

1  Reg.  45.  Art.  672.  >  Reg.  45»  Art.  870. 
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from  gross  income 'was  derived,  and  a^'copy  of  the  com- 
plete report  should  be  furnished  as  soon  as  ready  for  filing.'" 


§355.  Companies  exempt  from  tax. — Farmers*  or  other 
mutual  hail,  cyclone,  or  fire  insurance  companies,  or  like 
organizations  of  a  purely  local  character,  the  income  of 
which  consists  solely  of  assessments,  dues  and  fees  collected 
from  members  for  the  sole  purpose  of  meeting  expenses,  are 
exempt  from  income  and  excess  profits  taxation.*  The 
method  of  securing  recognition  of  the  exemption  is  described 
in  chapter  38. 

See  further  §387. 

*  Rear.  45,  Art.  628. 

*  R.  A.  1918,  Sees.  231(10)   and  304(8).     Of.  T.  D.  2195,  Apr.  23.  1915. 
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Affiliated  Ck)rporations 

§361.  What  are  aflUiated  corporatiiHui. — ^For  the  purpose 
of  the  provision  for  consolidated  returns  two  or  more  domes- 
tic corporations  shall  be  deemed  to  be  affiliated  (1)  if  one 
corporation  owns  directly  or  controls  through  closely  affili- 
ated interests  or  by  a  nominee  or  nominees  substantially 
all  the  stock  of  the  other  or  others,  or  (2)  if  substantially 
all  the  stock  of  two  or  more  corporations  is  owned  or  con- 
trolled by  the  same  interests/ 

"The  provision  of  the  statute  requiring  affiliated  corpora- 
tions to  file  consolidated  returns  is  based  upon  the  principle 
of  levying  the  tax  according  to  the  true  net  income  and  in- 
vested capital  of  a  single  business  enterprise,  even  though 
the  business  is  operated  through  more  than  one  corporation. 
Where  one  corporation  owns  the  capital  stock  of  another 
corporation  or  other  corporations,  or  where  the  stock  of  two 
or  more  corporations  is  owned  by  the  same  interests,  a  situa- 
tion results  which  is  closely  analogous  to  that  of  a  business 
maintaining  one  or  more  branch  establishments.  In  the 
latter  case,  because  of  the  direct  ownership  of  the  property, 
the  invested  capital  and  net  income  of  the  branch  form  a 
part  of  the  invested  capital  and  net  income  of  the  entire 
organization.  Where  such  branches  or  units  of  a  business 
are  owned  and  controlled  through  the  medium  of  separate 
corporations,  it  is  necessary  to  require  a  consolidated  return 
in  order  that  the  invested  capital  and  net  income  of  the 
entire  group  may  be  accurately  determined.  Otherwise  op- 
portunity would  be  afforded  for  the  evasion  of  taxation  by 
the  shifting  of  income  through  price  fixing,  charges  for  ser- 
vices and  other  means  by  which  income  could  be  arbitrarily 
assigned  to  one  or  another  unit  of  the  group.  In  other  cases 
without  a  consolidated  return  excessive  taxation  might  be 

I  B.  A.  1018,  Sec  MO(b). 

398 

Digitized  by  VjOOQIC 


WHAT  ARB  AFFILIATED  COSPOHATIONS  §Sdl 

imposed  as  a  result  of  purely  artificial  conditions  existing 
between  corporations  within  a  controlled  group.  See  articles 
786,  791,  802  and  864-869."" 

"Corporations  will  be  deemed  to  be  affiliated  (a)  when 
one  domestic  corporation  owns  directly  or  controls  through 
closely  affiliated  interests  or  by  a  nominee  or  nominees  sub- 
stantially all  the  stock  of  the  other  or  others,  or  (h)  when 
substantially  all  the  stock  of  two  or  more  domestic  corpora- 
tions is  owned  or  controlled  by  the  same  interests.  The 
words  'substantially  all  the  stock'  cannot  be  interpreted  as 
meaning  any  particular  percentage,  but  must  be  construed 
according  to  the  facts  of  the  particular  case.  The  owning 
or  controlling  of  95  per  cent  or  more  of  the  outstanding 
voting  capital  stock  (not  including  stock  in  the  treasury)  at 
the  beginning  of  and  during  the  taxable  year  will  be  deemed 
to  constitute  an  affiliation  within  the  meaning  of  the  stat- 
ute. Consolidated  returns  may,  however,  be  required  even 
though  the  stock  ownership  is  less  than  95  per  cent.  When 
the  stock  ownership  is  less  than  95  per  cent,  but  in  excess 
of  50  per  cent,  a  full  disclosure  of  affiliations  should  be 
made,  showing  all  pertinent  facts,  including  the  stock  owned 
in  each  subsidiary  or  affiliated  corporation  and  the  percent- 
age of  such  stock  owned  to  the  total  stock  outstanding. 
Such  statement  should  preferably  be  made  in  advance  of 
filing  the  return,  with  a  request  for  instructions  as  to 
whether  a  consolidated  return  should  be  made.  In  any 
event  such  a  statement  should  be  filed  as  a  part  of  the  re- 
turn. The  words  'the  same  interests'  shall  be  deemed  to 
mean  the  same  individual  or  partnership  or  the  same  indi- 
viduals or  partnerships,  but  when  the  stock  of  two  or  more 
corporations  is  owned  by  two  or  more  individuals  or  by  two 
or  more  partnerships  a  consolidated  return  is  not  required 
unless  the  percentage  of  stock  held  by  each  individual  or 
each  partnership  is  substantially  the  same  in  each  of  the 
affiliated  corporations/" 

•  Rejr.  45,  Art.  631.  See  Gulf  Oil  Corporation  ▼.  Lewellyn,  248  U.  8.  71.  T.  D. 
2783,  Jan.  7,  1919  (R.  A.  1913) ;  Southern  Pacific  Co.  v.  Lowe,  247  U.  S.  330, 
T.  D.  2730  (R.  A.  1913).    Cf.  T.  D.  2740.  June  24,  1918. 

•  Reg.  45,  Art.  633.     Cf.  T.  D.  2062,  Harcli  6,  191& 
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§362.  Consolidated  returns. — Corporations  which  are  af- 
fihated  within  the  meaning  of  the  last  section  shall  make  a 
consolidated  return  of  net  income  and  invested  capital  for 
the  purposes  of  the  income  and  excess  profits  taxes,  and 
such  taxes  shall  be  computed  and  determined  upon  the 
basis  of  such  return.* 

In  any  case  in  which  a  tax  is  assessed  upon  the  basis  of  a 
consolidated  return,  the  total  tax  shall  be  computed  in  the 
first  instance  as  a  unit  and  shall  then  be  assessed  upon  the 
respective  affiliated  corporations  in  such  proportions  as  may 
be  agreed  upon  among  them,  or,  in  the  absence  of  any  such 
agreement,  then  on  the  basis  of  the  net  income  properly 
assignable  to  each/ 

There  shall  be  allowed  in  computing  the  income  tax  only 
one  specific  credit  of  $2,000  (as  provided  in  §16) ;  in  com- 
puting the  war  profits  credit  (as  provided  in  §23)  only  one 
specific  exemption  of  $3,000;  and  in  computing  the  excess 
profits  credit  (as  provided  in  §22)  only  one  specific  exemp- 
tion of  $3,000/ 

"In  the  case  of  affiliated  corporations  making  a  consoli- 
dated return  only  one  specific  exemption  of  $3,000  is  allowed. 
See  also  sections  240  and  305  of  the  statute  and  article 
761.'" 

"Affiliated  corporations,  as  defined  in  the  statute  and  in 
article  633,  are  required  to  file  consolidated  returns  on  form 
1120.  The  consolidated  return  shall  be  filed  by  the  parent  or 
principal  reporting  corporation  in  the  office  of  the  collector 
of  the  district  in  which  it  has  its  principal  office.  Each  of 
the  other  af f ihated  corporations  shall  file  in  the  office  of  the 
collector  of  its  district  form  1122,  along  with  the  several 
schedules  indicated  thereon.  The  parent  or  principal  cor- 
poration filing  a  consolidated  return  shall  include  in  such 
return  a  statement  specifically  setting  forth  (a)  the  name 
and  address  of  each  of  the  subsidiary  or  affiliated  corpora- 
tions included  in  such  return,  (h)  the  par  value  of  the  total 
outstanding  capital  stock  of  each  of  such  corporations  at  the 

*  E.  A.  1918.  Sec.  240fa).  «  Heg  45,  Art.  7P\ 
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beginning  of  the  taxable  year,  (c)  the  par  value  of  such  capi- 
tal stock  held  by  the  parent  corporation  or  by  the  same  in- 
terests at  the  beginning  of  the  taxable  year,  (d)  in  the  case 
of  affiliated  corporations  owned  by  the  same  interests,  a 
list  of  the  individuals  or  partnerships  constituting  such  in- 
terests, with  the  percentage  of  the  total  outstanding  stock 
of  each  affiliated  corporation  held  by  each  of  such  individ- 
uals or  partnerships  during  all  of  the  taxable  year,  and  (e) 
a  schedule  showing  the  proportionate  amount  of  the  total 
tax  which  it  is  agreed  among  them  is  to  be  assessed  upon 
each  affiliated  corporation.  Foreign  corporations  and  per- 
sonal service  corporations  need  not  file  consolidated  returns. 
See  article  1524."* 

"When  one  corporation  owns  substantially  all  the  stock  of 
another  corporation  at  the  beginning  of  any  taxable  year, 
but  during  the  taxable  year  sells  all  or  a  majority  of  such 
stock  to  outside  interests  not  affiliated  with  it,  or  when  one 
corporation  during  any  taxable  year  acquires  substantially 
all  the  capital  stock  of  another  corporation  with  which  it 
was  not  previously  affiliated,  a  full  disclosure  of  the  circum- 
stances of  such  changes  in  ownership  shall  be  submitted  to 
the  Commissioner.  In  accordance  with  the  peculiar  circum- 
stances in  each  case  the  Commissioner  may  require  separate 
or  consolidated  returns  to  be  filed,  to  the  end  that  the  tax 
may  be  equitably  assessed.'" 

There  shall  be  taken  out  of  the  consolidated  net  income 
and  invested  capital,  however,  the  net  income  and  invested 
capital  of  any  such  affiliated  corporation  organized  after 
August  1,  1914,  and  not  successor  to  a  then  existing  busi- 
ness, 50  per  cent  or  more  of  whose  gross  income  consists  of 
gains,  profits,  commissions  or  other  income  derived  from  a 
Government  contract  or  contracts  made  between  April  6, 
1917,  and  November  11,  1918,  both  dates  inclusive.  In  such 
case  the  corporation  so  taken  out  shall  be  separately  as- 
sessed on  the  basis  of  its  own  invested  capital  and  net  in- 
come and  the  remainder  of  such  affiliated  group  shall  be 
assessed  on  the  basis  of  the  remaining  consolidated  invested 

•  Reg.  46,  Art.  632.  i  Reg.  46,  Art.  634. 
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capital  and  net  income/  Govemment  contracts  are  de- 
fined in  chapter  37. 

"In  the  case  of  any  affiliated  corporation  organized  after 
August  1,  1914,  and  not  a  successor  to  a  then  existing  busi- 
ness, 50  per  cent  or  more  of  whose  gross  income  consists  of 
gains,  profits,  commissions  or  other  income  derived  from  a 
Govemment  contract  or  contracts  made  between  April  6, 
1917,  and  November  11,  1918,  both  dates  inclusive,  the  net 
income  and  invested  capital  of  such  corporation  shall  be 
taken  out  of  the  consolidated  net  income  and  invested  capi- 
tal of  the  group  of  affiliated  corporations  and  the  corpora- 
tion so  segregated  shall  be  separately  assessed  on  the  basis 
of  its  own  invested  capital  and  net  income,  the  remainder  of 
such  affiliated  group  being  assessed  on  the  basis  of  the  re- 
maining consolidated  invested  capital  and  net  income.  See 
section  1  of  the  statute  and  article  1510.'" 

"In  the  case  of  all  consolidated  returns,  consolidated  in- 
vested capital  must  be  computed  as  of  the  beginning  of  the 
taxable  year  of  the  parent  or  principal  reporting  company 
and  consolidated  income  must  be  computed  on  the  basis  of 
its  taxable  year.  Whenever  the  fiscal  year  of  one  or  more 
subsidiary  or  other  affiliated  corporations  differs  from  the 
fiscal  year  of  the  parent  or  principal  corporation,  the  Com- 
missioner should  be  fully  advised  by  the  taxpayer  in  order 
that  provision  may  be  made  for  assessing  the  tax  in  respect 
of  the  period  prior  to  the  beginning  of  the  fiscal  year  of  the 
parent  or  principal  company.  See  section  226  of  the  statute 
and  article  431."' 

"In  any  case  where  an  affiliated  corporation  has  made 
its  income  tax  return  on  the  basis  of  a  taxable  year  different 
from  that  on  the  basis  of  which  a  consolidated  excess  profits 
tax  return  in  which  it  is  included  has  been  made  under  the 
provisions  of  articles  77  and  78  of  Regulations  No.  41  and 
T.  D.  2662,  an  amended  income  tax  return  may  be  made  on 
the  basis  of  the  same  taxable  year  as  the  consolidated  re- 
turn, even  though  notice  was  not  given  within  the  time 
prescribed  in  articles  211  to  215,  inclusive,  of  Regulations 

1  K.  A  1918,  Sec.  240(a).  •  Keg.  46.  Art.  638. 

>  Beg.  45,  Art.  MS. 
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No.  83,  revised,  or  in  Regulatioiis  No.  46.  In  such  a  case  an 
amended  income  tax  return  shall  also  be  made  for  any  un- 
accounted-for portion  of  the  corporation's  taxable  year.  C<d- 
lectors  of  internal  revenue  may  accept  amended  returns 
made  under  the  provisions  of  this  Treasury  decision."^ 

§363.  Consolidated  net  inonne. — ''Subject  to  the  provi- 
sions covering  the  determination  of  taxable  net  income  of 
separate  corporations,  and  subject  further  to  the  elimina- 
tion of  intercompany  transactions,  the  consolidated  taxable 
net  income  shall  be  the  combined  net  income  of  the  several 
corporations  consolidated,  except  that  the  net  income  of 
corporations  coming  within  the  provisions  of  article  635 
shall  be  taken  out.  In  respect  of  the  statement  of  gross 
income  and  deductions  and  the  several  schedules  required 
under  form  1120,  a  corporation  filing  a  consolidated  return 
is  required  to  prepare  and  file  such  statements  and  schedules 
in  columnar  form  to  the  end  that  the  details  of  the  items 
of  gross  income  and  deductions  for  each  corporation  included 
in  the  consolidation  may  be  readily  audited."* 

'The  consolidated  net  income  of  affiliated  corporations 
for  the  prewar  period  shall  be  the  average  consolidated  net 
income  for  the  prewar  years  of  such  of  the  several  corpora- 
tions included  in  the  consolidation  for  the  taxable  year  as 
were  affiliated  during  the  prewar  period,  plus  the  aggregate 
of  the  average  net  income  for  each  of  the  corporations  not 
affiliated  during  the  prewar  period  which  were  in  existence 
during  all  of  the  prewar  period  or  during  at  least  one  full 
year  within  the  prewar  period.  The  net  income  of  a  sub- 
sidiary corporation  organized  during  the  prewar  period  by 
an  existing  corporation  shall  also  be  included.  See  also  sec- 
tions 240  and  330  of  the  statute  and  articles  631-638  and 
931.984.''* 

§364.  Consolidated  invested  capital.— "The  invested  capi- 
tal of  affiliated  corporations,  as  defined  in  section  240(b) 

*  T.  D.  2806,  March  14,  1919  (B.  A.  1917). 
»  Beg,  46,  Art.  687. 

•  Reff.  45,  Art  802. 
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of  the  statute  and  article  633,  for  the  taxable  year  is  the 
invested  capital  of  the  entire  group  treated  as  one  unit 
operated  under  a  common  control.  As  a  first  step  in  the 
computation  a  consolidated  balance  sheet  should  be  pre- 
pared in  accordance  with  standard  accounting  practices, 
which  will  reflect  the  actual  assets  and  liabilities  of  the  af- 
filiated group.  In  preparing  such  a  balance  sheet  all  in- 
tercompany items,  such  as  intercompany  notes  and  ac- 
counts receivable  and  payable,  should  be  eliminated  from  the 
assets  and  the  liabilities,  respectively,  and  proper  adjust- 
ments should  be  made  in  respect  of  intercompany  profits  or 
losses  reflected  in  inventories  which  at  the  beginning  or  end 
of  the  taxable  year  contain  merchandise  exchanged  between 
the  corporations  included  in  the  affiliated  group  at  prices 
above  or  below  cost  to  the  producing  or  original  owner  cor- 
poration.   Such  consolidated  balance  sheet  will  then  show 

(a)  the  capital  stock  of  the  parent  or  principal  company  in 
the  hands  of  the  public ;  (b)  the  consolidated  surplus  belong- 
ing to  the  stockholders  of  the  parent  or  principal  company  ; 
and  (c)  the  capital  stock,  if  any,  of  subsidiary  companies 
not  owned  by  the  parent  or  principal  company,  together 
with  the  surplus,  if  any,  belonging  to  such  minority  interest. 
In  computing  consolidated  invested  capital  the  starting  point 
is  furnished  by  the  total  of  the  amounts  shown  under  (a), 

(b)  and  (c)  above.  This  total  must  be  increased  or  dimin- 
ished by  any  adjustments  required  to  be  made  under  the 
provisions  of  sections  325,  326,  330  and  331  of  the  statute 
and  articles  811-818,  831-869,  931-934  and  941  of  the  regu- 
lations, except  as  otherwise  provided  in  articles  865-868."' 

"(1)  In  respect  of  corporations  whose  affiliation  is  in  the 
nature  of  parent  and  subsidiary  companies:  (a)  in  the  case 
of  intangible  property  bona  fide  paid  in  for  stock  or  shares 
prior  to  March  3,  1917,  there  may  be  included  in  invested 
capital  an  amount  not  exceeding  the  actual  cash  value  of 
such  property  at  the  time  paid  in,  or  the  par  value  of  the 
stock  or  shares  issued  therefor,  or  in  the  aggregate  25  per 
cent  of  the  par  value  of  the  total  stock  or  shares  of  the  con- 

T  Reg.  46,  Art  864. 
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solidation  outstanding  on  March  3,  1917  (determined  as  in- 
dicated in  items  (a)  and  (c)  in  article  864),  or  in  the  ag- 
gregate 25  per  cent  of  the  par  value  of  the  total  stock  or 
shares  shown  on  the  consolidated  balance  sheet,  being  the 
amount  of  the  capital  stock  included  in  items  (a)  and  (c)  in 
article  864  at  the  beginning  of  the  taxable  year,  whichever 
is  lowest;  and  (b)  in  the  case  of  intangible  property  bona 
fide  paid  in  for  stock  or  shares  on  or  after  March  3,  1917, 
there  may  be  included  in  invested  capital  an  amount  not 
exceeding  the  actual  cash  value  of  such  property  at  the 
time  paid  in,  or  the  par  value  of  the  stock  or  shares  issued 
therefor,  or  in  the  aggregate  25  per  cent  of  the  par  value  of 
the  total  stock  or  shares  shown  by  the  consolidated  balance 
sheet,  being  the  amount  of  the  capital  stock  included  in 
items  (a)  and  (c)  in  article  864  outstanding  at  the  begin- 
ning of  the  taxable  year,  whichever  is  lowest,  (c)  When 
intangible  property  has  been  acquired  in  part  before  and  in 
part  after  March  3,  1917,  the  amounts  shall  be  ascertained, 
respectively,  under  (a)  and  (B)  above  and  in  the  aggregate 
shall  in  no  case  exceed  25  per  cent  of  the  par  value  of  the 
total  stock  or  shares  outstanding  at  the  beginning  of  the 
taxable  year  shown  in  the  consolidated  balance  sheet,  being 
the  amount  of  the  capital  stock  included  in  items  (a)  and 
(c)  in  article  864. 

"(2)  In  respect  of  corporations  affiliated  by  reason  of 
ownership  by  the  same  interests,  the  limitations  set  forth 
in  paragraphs  (4)  and  (5)  of  subdivision  (a)  of  section  326 
of  the  statute  shall  be  applied  to  each  corporation  separately 
and  the  aggregate  of  the  intangible  property,  so  valued, 
shall  be  included  in  invested  capital  in  the  consolidated  re- 
turn. In  respect  of  each  of  the  affiliated  corporations  the 
aggregate  of  the  amounts  ascertained  under  the  provisions 
of  paragraphs  (4)  and  (5)  shall  in  no  case  exceed  25  per 
cent  of  the  outstanding  capital  stock  of  such  corporation  at 
the  beginning  of  the  taxable  year."* 

"Where  adjustment  is  required  in  respect  of  inadmissible 
assets  in  accordance  with  the  provisions  of  subdivision  (c) 

«  Reg.  45,  Art.  865. 
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of  section  S26  of  the  statute,  such  adjustment  shall  be  made 
on  the  basis  of  the  consolidated  balance  sheet  with  due  re- 
gard to  the  adjustments  and  eliminations  set  forth  in  arti- 
cles 864  and  865  and  to  the  provisions  of  articles  815-818/'* 

'"When  all  or  substantially  all  of  the  stock  of  a  subsidiary 
corporation  was  acquired  for  cash,  the  cash  so  paid  shall  be 
the  basis  to  be  used  in  determining  the  value  of  the  property 
acquired."* 

''Where  stock  of  a  subsidiary  company  was  acquired  with 
the  stock  of  the  parent  company,  the  amount  to  be  included 
in  the  consolidated  invested  capital  in  respect  of  the  com- 
pany acquired  shall  be  computed  in  the  same  manner  as  if 
the  net  tangible  assets  and  the  intangible  assets  had  been 
acquired  instead  of  the  stock.  If  in  accordance  with  such 
acquisition  a  paid-in  surplus  is  claimed,  such  claim  shall  be 
subject  to  the  provisions  of  article  837."" 

'The  invested  capital  of  afiSliated  corporations  for  the 
prewar  period  shall  be  computed  on  the  same  basis  as  the 
invested  capital  for  the  taxable  year,  except  that  where  any 
one  or  more  of  the  corporations  included  in  the  consolida- 
tion for  the  taxable  year  were  in  existence  during  the  pre- 
war period,  but  were  not  then  affiliated  as  herein  defined, 
then  the  average  consolidated  invested  capital  for  the  pre- 
war period  shall  be  the  average  invested  capital  of  the  cor- 
porations which  were  affiliated  in  the  prewar  period  plus  the 
aggregate  of  the  average  invested  capital  for  each  of  the 
several  corporations  which  were  not  affiliated  during  the 
prewar  period.  Pull  recognition,  however,  must  be  given 
to  the  provisions  of  section  380  of  the  statute,  particularly 
the  last  paragraph  thereof,  and  of  articles  931-934."* 

•  Beg.  45.  Art  806. 
*■  Bmt.  45.  Art.  817. 

*R^.  4X1,  Alt,  908,    See  T.  D.  2901.  July  29.  1919  (B.  A.  1917). 

•  Beg.  40^  Art  860. 
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Corporations  Having  Government  Contracts 

§371.  What  arc  Government  contracts. — ^The  term  "Gov- 
ernment contract"  means  (a)  a  contract  made  with  the 
United  States,  or  with  any  department,  bureau,  officer, 
commission,  board  or  agency  under  the  United  States  and 
acting  in  its  behalf,  or  with  any  agency  controlled  by  any  of 
the  above  if  the  contract  is  for  the  benefit  of  the  United 
States,  or  (6)  a  subcontract  made  with  a  contractor  per- 
forming such  a  contract  if  the  products  or  services  to  be 
furnished  under  the  subcontract  are  for  the  benefit  of  the 
United  States.  The  term  "Government  contract  or  con- 
tracts made  between  April  6, 1917,  and  November  11,  1918, 
both  dates  inclusive"  when  applied  to  a  contract  of  the  kind 
referred  to  in  clause  (a)  of  this  paragraph  includes  all  such 
contracts  which,  although  entered  into  during  such  period, 
were  originally  not  enforceable,  but  which  have  been  or  may 
become  enforceable  by  reason  of  subsequent  validation  in 
pursuance  of  law.* 

Every  person  who  on  or  after  April  6,  1917,  entered  into 
any  contract,  undertaking  or  agreement  with  the  United 
States,  or  with  any  department,  bureau,  officer,  commis- 
sion, board  or  agency  under  the  United  States  or  acting  in 
its  behalf,  or  with  any  other  person  having  contract  rela- 
tions with  the  United  States,  for  the  performance  of  any 
work  or  the  supplying  of  any  materials  or  property  for  the 
use  of  or  for  the  account  of  the  United  States,  shall,  within 
thirty  days  after  a  request  of  the  Commissioner  therefor, 
file  with  the  Commissioner  a  true  and  correct  copy  of  every 
such  contract,  undertaking  or  agreement.  Whoever  fails  to 
comply  with  such  request  of  the  Commissioner  shall  be 
guilty  of  a  misdemeanor  and  shall  be  punished  by  a  fine  of 

^  R.  A.  1918.  Sec  1. 
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not  more  than  $1,000,  or  by  imprisonment  for  not  more  than 
one  year,  or  both." 

The  Commissioner  shall  (when  not  violative  of  the  tech- 
nical military  or  naval  secrets  of  the  Government)  have 
access  to  all  information  and  data  relating  to  any  such  con- 
tract, undertaking  or  agreement  in  the  possession,  control 
or  custody  of  any  department,  bureau,  board,  agency,  officer 
or  commission  of  the  United  States,  and  may  call  upon  any 
such  department,  bureau,  board,  agency,  officer  or  conmiis- 
sion  for  a  full  statement  and  description  of  any  allowance 
for  amortization,  obsolescence,  depreciation  or  loss,  or  of  any 
valuation,  appraisal,  adjustment  or  final  settlement,  made  in 
pursuance  of  any  such  contract,  undertaking  or  agreement.' 

"Government  contracts  may  include  (a)  a  contract  with 
the  United  States,  (6)  a  contract  with  an  agency  of  the 
United  States,  (c)  a  contract  with  an  agency  of  such  agency, 
and  (d)  a  subcontract  with  a  contractor  under  any  such 
contract;  provided  in  every  case  the  contract  or  subcon- 
tract is  for  the  benefit  of  the  United  States.  Unenforceable 
contracts  subsequently  ratified  are  treated  as  though  made 
when  originally  executed.  The  Conmiissioner  may  require 
any  contractor  to  file  with  him  copies  of  his  Government 
contracts  entered  into  on  or  after  April  6,  1917,  and  shall 
have  access  to  the  information  in  the  possession  of  the  Gov- 
ernment relating  to  such  contracts.  See  section  1408  of  the 
statute.  The  realization  by  a  corporation  of  income  from  a 
Government  contract  may  affect  its  status  under  the  con- 
solidated returns  provision  and  the  amount  of  its  war  profits 
and  excess  profits  tax.  See  sections  240,  301  (c),  311  (d), 
327  (d)  and  200  and  articles  635,  714,  719,  784  and  1524. 
The  agreements  for  the  operation  of  transportation  systems 
while  under  federal  control  and  for  the  just  compensation 
of  their  owners  made  pursuant  to  the  Act  of  March  21, 1918, 
are  not  Government  contracts  within  the  meaning  of  this 
article.    See  sections  230  and  301(e)  and  article  504."* 

§372.  Compatation  of  profits  tax.  —  For  the  taxable 
year  1919  and  each  taxable  year  thereafter  there  shall  be 

>  R.  A.  1918,  Sec.  140a  •  Keg,  45,  Art  1610. 
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levied,  collected  and  paid  upon  the  net  income  of  every  cor- 
poration which  derives  in  such  a  year  a  net  income  of  more 
than  $10,000  from  any  Government  contract  or  contracts 
made  between  April  6,  1917,  and  November  11,  1918,  both 
dates  inclusive,  a  profits  tax  equal  to  the  sum  of  the  fol- 
lowing: 

(1)  Such  a  portion  of  a  tax  computed  at  the  rates  for 

1918  as  the  part  of  the  net  income  attributable  to  such  Gov- 
ernment contract  or  contracts  bears  to  the  entire  net  in- 
come. In  computing  such  tax  the  excess  profits  credit  and 
the  war  profits  credit  applicable  to  the  taxable  year  shall 
be  used ;  and  '        '  '^ 

(2)  Such  a  portion  of  a  tax  computed  at  the  rates  for 

1919  as  the  part  of  the  net  income  not  attributable  to  such 
Government  contract  or  contracts  bears  to  the  entire  net  in- 
come.* '     *  ^   * 

The  limitations  of  the  tax  described  in  §25  shall  apply  to 
the  taxes  computed  at  the  1918  and  1919  rates  respectively.' 

"In  the  case  of  a  corporation  which  derives  in  any  taxable 
year  after  1918  a  net  income  of  more  than  $10,000  from  any 
Government  contracts  made  after  April  5,  1917,  and  before 
November  12,  1918,  the  tax  shall  be  such  a  proportion  of  a 
tax  computed  at  the  rates  for  1918  as  the  portion  of  the  net 
income  attributable  to  the  Government  contracts  bears  to 
the  entire  net  income,  plus  such  a  proportion  of  a  tax  com- 
puted at  the  rates  for  1919  as  the  amount  of  the  remaining 
net  income  bears  to  the  entire  net  income.  In  computing 
such  taxes,  however,  the  excess  profits  credit  and  the  war 
profits  credit  applicable  to  the  taxable  year  shall  be  used. 
But  see  section  302  of  the  statute.  The  part  of  the  net  in- 
come attributable  to  such  Government  contracts  shall  be 
determined  in  accordance  with  the  following  article.  See 
also  section  1  and  article  1510."* 

For  the  method  of  determining  the  war  profits  credit 
see  §§23  and  24. 

For  the  purpose  of  determining  the  part  of  the  net  income 
attributable  to  such  Government  contract  or  contracts,  the 

*  R.  A.  1918.  Sec  aOl(c).  •  Beg.  45.  Art.  714. 

•  B.  A.  1918.  Sec.  802. 
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proper  apportionment  and  allocation  of  the  deductions  with 
respect  to  gross  income  derived  from  such  Government  con- 
tract or  contracts  and  from  other  sources,  respectively,  shall 
be  determined  pursuant  to  the  following  paragraph/ 

'Whenever  it  is  necessary  to  determine  the  portion  of  the 
net  income  derived  from  or  attributable  to  a  particular 
source,  the  corporation  shall  allocate  to  the  gross  income 
derived  from  such  source,  and  to  the  gross  income  derived 
from  each  other  source,  the  expenses,  losses  and  other  de- 
ductions property  appertaining  thereto,  and  shall  apply  any 
general  expenses,  losses  and  deductions  (which  can  not 
properly  be  otherwise  apportioned)  ratably  to  the  gross  in- 
come from  all  sources.  The  gross  income  derived  from  a 
particular  source,  less  the  deductions  properly  appertaining 
thereto  and  less  its  proportion  of  any  general  deductions, 
shall  be  the  net  income  derived  from  such  source.  The  cor* 
poration  shall  submit  with  its  return  a  statement  fully  ex- 
plaining the  manner  in  which  such  expenses,  losses  and  de- 
ductions were  allocated  or  distributed."* 

The  following  is  an  illustration  of  the  computation  of  the 
tax  where  net  income  is  derived  from  a  Government  con- 
tract, taking  as  an  example  the  corporation  described  in  the 
first  example  given  in  §26. 

''If  in  the  case  of  the  corporation  used  as  an  illustration 
in  article  716  the  $50,000  net  income  for  1919  includes 
$20,000  of  net  income  from  Government  contracts,  the  tax 
for  that  year  would  be  the  sum  of  the  amounts  computed 
under  clauses  (1)  and  (2)  of  section  301  (c)  of  the  statute. 

(1)  Under  clause  (1)  the  excess  profits  credit  is  $11,800, 
the  same  as  under  clause  (2) .  The  war  profits  credit  is  a 
specific  exemption  of  $8,000,  plus  the  average  prewar  net 
income,  or  $10,000,  plus  10  per  cent  of  $60,000  (the  differ- 
ence in  invested  capital)  or  $6,000,  making  a  total  war 
profits  credit  of  $19,000. 

First  bracket.— ^The  amount  or  portion  of  the  net  income 
($60,000)  in  excess  of  the  excess  profits  credit  ($11,800) 
and  not  in  excess  of  20  per  cent  of  the  invested  capital  (i.  e., 

f  B.  A.  1918,  Sec.  801(c).  •  Beg.  46,  Art.  71B. 
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20  per  cent  of  $110,000),  or  $22,000,  is  $104200.  The  tax 
computed  under  this  bracket  is  80  per  cent  of  this  amount 
(i.  e^  80  per  cent  of  $10,200)  or  $8,060. 

Second  bracket. — ^The  amount  or  portion  of  the  net  income 
($60,000)  in  excess  of  20  per  cent  of  the  invested  capital 
(i*  e.,  20  per  cent  of  $110,000)  or  $22,000,  is  $28,000.  The 
tax  computed  under  this  bracket  is  66  per  cent  of  this 
amount  (66  per  cent  of  $28,000)  or  $18,200. 

Third  bracket. — ^Eighty  per  cent  of  the  amount  of  the  net 
income  in  excess  of  the  war  profits  credit  (i.  e.,  80  per  cent 
of  the  amount  by  which  $60,000  exceeds  $19,000,  or  $31,000) 
is  $24,800.  The  amount  of  the  tax  computed  under  the  first 
and  second  brackets  ($3,060  plus  $18,200)  is  $21,260.  The 
tax  computed  under  this  bracket  is  the  amount  by  which 
$24,800  exceeds  $21,260,  or  $3,640. 

The  portion  of  the  tax  computed  under  clause  (1)  is  the 
same  proportion  of  the  total  amount  computed  under  the 
above  brackets  at  the  rates  for  1918  (i.  e.,  $3,060  plus 
$18,200  plus  $3,540)  or  $24,800,  as  the  part  of  the  net  in- 
come attributable  to  Grovemment  contracts  ($20,000)  is  of 
the  entire  net  income  ($50,000).  This  portion  of  the  tax 
is  therefore  2-5  of  $24,800  or  $9,920. 

(2)  The  portion  of  the  tax  computed  under  clause  (2)  is 
the  same  proportion  of  the  total  amount  computed  at  the 
rates  for  1919  or  $13,240  (for  the  details  see  illustration  for 
1919  under  article  716)  as  the  part  of  the  net  income  not 
attributable  to  Government  contracts  ($30,000)  is  of  the  en- 
tire net  income  ($50,000).  This  portion  of  the  tax  is  there- 
fore 3-5  of  $13,240  or  $7,944. 

(3)  The  total  tax  for  the  year  1919  is  the  sum  of  the 
amounts  computed  under  paragraphs  (1)  and  (2)  above 
($9,920  plus  $7,944)  or  $17,864."' 

A  corporation  fifty  per  cent  or  more  of  whose  gross  in- 
come consists  of  gains,  profits,  commissions  or  other  income 
derived  from  a  Grovemment  contract  or  contracts  made  be- 
tween April  6, 1917,  and  November  11, 1918,  both  dates  in- 
clusive, is  not  regarded  as  a  personal  service  corporation, 

•  Beg.  46,  Art  719. 
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however  it  be  constituted/  and,  if  organized  after  August 
1, 1914,  and  not  successor  to  a  then  existing  business,  is  not 
entitled  to  file  a  consolidated  return,  whatever  its  affiliation 
with  other  corporations.' 

The  privilege  of  a  special  determination  of  the  profits 
tax  in  accordance  with  subdivision  (3)  of  §27  is  not  granted 
in  any  case  in  which  fifty  per  cent  or  more  of  the  gross  in- 
come of  the  corporation  for  the  taxable  year  consists  of 
gains,  profits,  commissions  or  other  income  derived  on  a  cost- 
plus  basis  from  a  Government  contract  or  contracts  made 
between  April  6,  1917,  and  November  11,  1918,  both  dates 
inclusive.* 

§373.  Transportation  corporations^ — For  the  purposes  of 
the  act  approved  March  21,  1918,  entitled  "An  Act  to  pro- 
vide for  the  operation  of  transportation  systems  while  un- 
der federal  control,  for  the  just  compensation  of  their  own- 
ers, and  for  other  purposes,"  five-sixths  of  the  income  tax 
for  the  calendar  year  1918  and  four-fifths  of  the  income  tax 
for  1919  and  subsequent  years  shall  be  treated  as  levied  by 
an  act  in  amendment  of  Title  I  of  the  Revenue  Act  of 
1917* ;  and  the  excess  profits  tax  shall  be  treated  as  levied 
by  an  act  in  amendment  of  Title  U  of  the  Revenue  Act  of 

"The  Act  to  provide  for  the  operation  of  transportation 
systems  while  under  federal  control,  for  the  just  compensa- 
tion of  their  owners,  and  for  other  purposes,  of  March  21, 
1918,  authorizes  the  President  to  agree  with  carriers  for 
their  just  compensation  and  provides: 

"Every  such  agreement  shall  provide  that  any  federal 
taxes  under  the  Act  of  October  third,  nineteen  hundred  and 
seventeen,  or  Acts  in  addition  thereto  or  in  amendment 
thereof,  commonly  called  war  taxes,  assessed  for  the  period 
of  federal  control  beginning  January  first,  nineteen  hundred 
and  eighteen,  or  any  part  of  such  period,  shall  be  paid  by 
the  carrier  out  of  its  own  funds,  or  shall  be  charged  against 

I  R.  A.  1918.  Sec.  200.  *  R.  A.  1918,  Sec.  230(b). 

«  R.  A.  1918,  Sec.  2iOia).  •  R.  A.  1918,  Sec.  aOl(e). 

»  R.  A.  1918,  Sec.  327(d). 
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or  deducted  from  the  just  compensation;  that  other  taxes 
assessed  under  federal  or  any  other  governmental  authority 
for  the  period  of  federal  control  or  any  part  thereof,  either 
on  the  property  used  under  such  federal  control  or  on  the 
right  to  operate  as  a  carrier,  or  on  the  revenues  or  any  part 
thereof  derived  from  operation  (not  including,  however,  as- 
sessments for  public  improvements  or  taxes  assessed  on 
property  under  construction,  and  chargeable  under  the  clas- 
sification of  the  Interstate  Commerce  Commission  to  invest- 
ment in  road  and  equipment),  shall  be  paid  out  of  revenues 
derived  from  railway  operations  while  under  federal  con- 
trol ;  that  all  taxes  assessed  under  federal  or  any  other  gov- 
ernmental authority  for  the  period  prior  to  January  first, 
nineteen  hundred  and  eighteen,  whenever  levied  or  payable, 
shall  be  paid  by  the  carrier  out  of  its  own  funds,  or  shall 
be  charged  against  or  deducted  from  the  just  compensa- 
tion."* 

The  agreements  by  the  Government  with  the  carriers  are 
not  Government  contracts  within  the  meaning  of  the  preced- 
ing two  sections. 

•  Reg.  45.  Art.  604.         ~" 
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Corporations  Exempt  from  Tax 

§381.  Establishment  of  exemption. — ^The  following  or- 
ganizations are  exempt  from  income  and  excess  projfits  tax- 
ation: 

(1)  Labor,  agricultural  or  horticultural  organizations: 

(2)  Mutual  savings  banks  not  having  a  capital  stock  rep- 
resented by  shares; 

(3)  Fraternal  beneficiary  societies,  orders  or  associations 
(a)  operating  under  the  lodge  system  or  for  the  exclusive 
benefit  of  the  members  of  a  fraternity  itself  operating  under 
the  lodge  system,  and  (b)  providing  for  the  pasrment  of  life, 
sick,  accident  or  other  benefits  to  the  members  of  such  so- 
ciety, order  or  association  or  their  dependents; 

(4)  Domestic  building  and  loan  associations  and  coopera- 
ative  banks  without  capital  stock  organized  and  operated 
for  mutual  purposes  and  without  profit ; 

(5)  Cemetery  companies  owned  and  operated  exclusively 
for  the  benefit  of  their  members ; 

(6)  Corporations  organized  and  operated  exclusively  for 
religious,  charitable,  scientific  or  educational  purposes,  or 
for  the  prevention  of  cruelty  to  children  or  animals,  no  part 
of  the  net  earnings  of  which  inures  to  the  benefit  of  any 
private  stockholder  or  individual ; 

(7)  Business  leagues,  chambers  of  commerce  or  boards  of 
trade,  not  organized  for  profit  and  no  part  of  the  net  earn- 
ings of  which  inures  to  the  benefit  of  any  private  stockholder 
or  individual; 

(8)  Civic  leagues  or  organizations  not  organized  for  profit, 
but  operated  exclusively  for  the  promotion  of  social  wel- 
fare; 

(9)  Clubs  organized  and  operated  exclusively  for  pleas- 
ure, recreation  and  other  nonprofitable  purposes,  no  part  of 
the  net  earnings  of  which  inures  to  the  b^efit  of  any  pri- 
vate stockholder  or  member; 
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(10)  Farmers'  or  other  mutual  hail,  cyclone  or  fire  in- 
surance companies,  mutual  ditch  or  irrigation  companies, 
mutual  or  cooperative  telephone  companies,  or  like  organi- 
zations of  a  purely  local  character,  the  income  of  which  con- 
sists solely  of  assessments,  dues  and  fees  coUected  from 
members  for  the  sole  purpose  of  meeting  expenses; 

(11)  Farmers',  fruit  growers'  or  like  associations,  organ- 
ized and  operated  as  sales  agents  for  the  purpose  of  mar- 
keting the  products  of  members  and  turning  back  to  them 
the  proceeds  of  sales,  less  the  necessary  selling  expenses, 
on  the  basis  of  the  quantity  of  produce  furnished  by  them ; 

(12)  Corporations  organized  for  the  exclusive  purpose  of 
holding  title  to  property,  collecting  income  therefrom,  and 
turning  over  the  entire  amount  thereof,  less  expenses,  to  an 
organization  which  itself  is  exempt  from  income  and  profits 
taxes; 

(13)  Federal  land  banks  and  national  farm  loan  associa- 
tions as  provided  in  section  26  of  the  act  approved  July  17, 
1916,  entitled  "An  Act  to  provide  capital  for  agricultural  de- 
velopment, to  create  standard  forms  of  investment  based 
upon  farm  mortgage,  to  equalize  rates  of  interest  upon  farm 
loans,  to  furnish  a  market  for  United  States  bonds,  to  create 
Government  depositaries  and  financial  agents  for  the  United 
States,  and  for  other  purposes"; 

(14)  Personal  service  corporations/ 

"In  order  to  establish  its  exemption,  and  thus  be  relieved 
of  the  duty  of  filing  returns  of  income  and  paying  the  tax, 
it  is  necessary  that  every  organization  claiming  exemption, 
except  personal  service  corporations,  file  an  affidavit  with 
the  collector  of  the  district  in  which  it  is  located,  showing 
the  character  of  the  organization,  the  purpose  for  which  it 
was  organized,  the  sources  of  its  income  and  its  disposition, 
whether  or  not  any  of  its  income  is  credited  to  surplus  or 
may  inure  to  the  benefit  of  any  private  stockholder  or  in- 
dividual, and  in  general  all  facts  relating  to  its  operations 
which  aflfect  its  right  to  exemption.  To  such  affidavit  should 

1  a.  A.  1918,  Sees.  231  and  304(a).  Cf.  T.  D.  1606.  March  29,  1910;  T.  D. 
1«75.  Feb.  14.  1911;  T.  D.  1713,  JtUy  10,  1911;  T.  D.  1742,  Dec.  li,  1911;  T.  D. 
19Q6k  Oct.  9,  1912;  T.  D.  1907,  March  25,  1914;  T.  J>.  2090,  Dec.  14  1914;  T.  D. 
2407,  Dec.  4,  19itt;  T.  D.  9093,  Apr.  8,  1918. 
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be  attached  a  copy  of  the  charter  or  articles  of  incorpora- 
tion and  by-laws  of  the  organization.  Upon  receipt  of  the 
affidavit  and  other  papers  by  the  collector,  he  will  inform 
the  organization  whether  or  not  it  is  exempt.  If,  however, 
the  collector  is  in  doubt  as  to  the  taxable  status  of  the  or- 
ganization, he  will  refer  the  affidavit  and  accompanying 
papers  to  the  Commissioner  for  decision.  When  an  organ- 
ization has  established  its  right  to  exemption,  it  need  not 
thereafter  make  a  return  of  income  or  any  further  showing 
with  respect  to  its  status  under  the  law,  unless  it  changes 
the  character  of  its  organization  or  operations  or  the  pur- 
pose for  which  it  was  originally  created.  Ck)llectors  will 
keep  a  list  of  all  exempt  corporations,  to  the  end  that  they 
may  occasionally  inquire  into  their  status  and  ascertain 
whether  or  not  they  are  observing  the  conditions  upon  which 
their  exemption  is  predicated.  As  to  personal  service  cor- 
porations see  section  218  of  the  statute  and  articles  328- 
335."' 

§382.  Agricultural    and    horticultural    organizations. — 

Labor,  agricultural  and  horticultural  organizations  are  ex- 
empt from  tax.* 

''Agricultural  or  horticultural  organizations  exempt  from 
tax  do  not  include  corporations  engaged  in  growing  agricul- 
tural or  horticultural  products  or  raising  live  stock  or  simi- 
lar products  for  profit,  but  include  only  those  organizations 
which,  having  no  net  income  inuring  to  the  benefit  of  their 
members,  are  educational  or  instructive  in  character  and 
have  for  their  purpose  the  betterment  of  the  conditions  of 
those  engaged  in  these  pursuits,  the  improvement  of  the 
grade  of  their  products,  and  the  encouragement  and  promo- 
tion of  these  industries  to  a  higher  degree  of  efficiency. 
Included  in  this  class  as  exempt  are  organizations  such  as 
county  fairs  and  like  associations  of  a  quasi-public  charac- 
ter, which  through  a  system  of  awards,  prizes  or  premiums 
are  designed  to  encourage  the  production  of  better  live  stock, 
better  agricultural  and  horticultural  products,  and  whose  in- 

s  Reg.  45,  Art.  511.  •  R.  A.  1918.  Sect.  281(1)  and  804(a). 
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come,  derived  from  gate  receipts,  entry  fees,  donations,  etc, 
is  used  exclusively  to  meet  the  necessary  expenses  of  upkeep 
and  operation.  Societies  or  associations  which  have  for 
their  purpose  the  holding  of  annual  or  periodical  race  meets, 
from  which  profits  inure  or  may  inure  to  the  benefit  of  the 
members  or  stockholders,  do  not  come  within  the  terms  of 
this  exemption.  A  corporation  engaged  in  the  business  of 
raising  stock  or  poultry,  or  growing  grain,  fruits  or  other 
products  of  this  character,  as  a  means  of  livelihood  and  for 
the  purpose  of  gain,  is  an  agriciiltural  or  horticultural  so- 
ciety only  in  the  sense  that  its  name  indicates  the  kind  of 
business  in  which  it  is  engaged,  and  it  is  not  exempt  from 
tax.''* 


§383.  Certain  banks  and  loan  associations. — ^Mutual  sav- 
ings banks  not  having  a  capital  stock  represented  by  shares, 
and  domestic  building  and  loan  associations  and  coopera- 
tive banks  without  capital  stock  organized  and  operated  for 
mutual  purposes  and  without  profit,  are  exempt  from  tax.* 

''A  Massachusetts  savings  bank,  otherwise  exempt,  which 
establishes  an  insurance  department  under  the  statutes  of 
that  State,  does  not  thereby  become  subject  to  tax  upon  the 
income  received  by  such  department."' 

''A  building  and  loan  association  entitled  to  exemption  is 
one  organized  pursuant  to  the  laws  of  the  United  States  or 
of  some  State  or  Territory  thereof,  which  accumulates  funds 
to  be  loaned  to  its  members  and  to  be  repaid  in  small  period- 
ical installments.  The  statute  requires  that  the  members  of 
the  association  shall  share  in  its  profits  on  substantially  the 
same  footing.  Subject  to  this  requirement,  it  does  not  pre- 
vent exemption  that  the  association  issues  prepaid  stock  en- 
titled to  a  specified  percentage  of  the  profits.  Where,  how- 
ever, the  association  issues  paid-up  stock,  the  holders  of 
which  are  entitled  to  a  fixed  dividend  and  also  to  share  in 


•  Reg.  45,  Art.  512.  Cf.  T.  D.  1787.  Dec.  5.  1911. 

•  B.  A.  lil8.  Sect.  231  (2) (4)  and  804(a). 

•  Reg.  45,  Art  SIB. 
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the  profits  with  all  the  other  holders  of  stock,  it  is  not 
exempt/" 

§384.  Fraternal  societies,  leagues  and  cIuIkl — Frater- 
nal beneficiary  societies,  order  or  associations  (a)  operat- 
ing under  the  lodge  system  or  for  the  exclusive  benefit 
of  the  members  of  a  fraternity  itself  operating  under  the 
lodge  system,  and  (5)  providing  for  the  payment  of  life, 
sick,  accident  or  other  benefits  to  the  members  of  such  so- 
ciety, order  or  association  or  their  dependents;  business 
leagues,  chambers  of  commerce  or  boards  of  trade,  not 
organized  for  profit  and  no  part  of  the  net  earnings  of  which 
inures  to  the  benefit  of  any  private  stockholder  or  indi- 
vidual; civic  leagues  or  organizations  not  organized  for 
profit,  but  operated  exclusively  for  the  promotion  of  social 
welfare;  and  clubs  organized  and  operated  exclusively  for 
pleasure,  recreation  and  other  nonprofitable  purposes,  no 
part  of  the  net  earnings  of  which  inures  to  the  benefit  of 
any  private  stockholder  or  member,  are  all  exempt  from  tax.* 

"A  fraternal  beneficiary  society  is  exempt  from  tax  only  if 
operated  under  the  'lodge  system,'  or  for  the  exclusive  benefit 
of  the  members  of  a  society  so  operating.  'Operating  under 
the  lodge  system'  means  carrying  on  its  activities  under  a 
form  of  organization  that  comprises  local  branches,  char- 
tered by  a  parent  organization  and  largely  self-governing, 
called  lodges,  chapters,  or  the  like.  In  order  to  be  exempt 
it  is  also  necessary  that  the  society  have  an  established  sys- 
tem for  the  payment  to  its  members  or  their  dependents  of 
life,  sick,  accident  or  other  benefits."* 

''A  business  league  is  an  association  of  persons  having 
some  common  business  interest,  which  limits  its  activities 
to  work  for  such  common  interest  and  does  not  engage  in  a 
regular  business  of  a  kind  ordinarily  carried  on  for  profit. 
Its  work  need  not  be  similar  to  that  of  a  chamber  of  com- 

7  Reg.  45«  Art.  615.  See  Pacific  Bid?.  &  Loan  Attn.  t.  Hartson,  201  Fed. 
1011  (R.  A.  1900);  Parkview  Bldg.  &  Loan  Assn.  t.  Herold,  203  Fed.  876,  210 
Fed.  577  (R.  A.  1909) ;  C.  B.  L.  &  S.  Co.  y.  Bowland,  216  Fed.  526  (R.  A.  1900). 
Cf.  T.  D.  1655,  Sept.  24.  1910;  T.  D.  1677.  Feb.  17,  1911. 

•R.  A.  1918.  Sees.  231(3)  (7)  (8)  (»)  and  804(a). 

•  Reg.  45,  Art.  514.  Cf.  Com.  Travelers  L.  A  A.  Assn.  ▼.  Rodway,  235  Fed. 
370  (R.  A.  1900).    C:f.  also  T.  D.  1738.  Dec.  5,  1911. 
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merce  or  board  of  trade.  An  association  engaged  in  fur- 
nishing information  to  prospective  investors,  to  enable  them 
to  make  sound  investments,  is  not  such  a  league,  since  its 
members  have  no  common  business  interest,  and  it  is  not 
exempt,  even  though  all  of  its  income  is  devoted  to  the  pur- 
pose stated.  A  clearing  house  association,  not  organized  for 
profit,  no  part  of  the  net  income  of  which  inures  to  any  pri- 
vate stockholder  or  individual,  is  exempt  provided  its  activi- 
ties are  limited  to  the  exchange  of  checks  and  similar  work 
for  the  common  benefit  of  its  members.  An  association  of 
persons  who  are  engaged  in  the  business  of  carrying  freight 
and  passengers  by  boats  propelled  by  steam,  which  is  de- 
signed to  promote  the  legitimate  objects  of  such  business, 
and  all  of  the  income  of  which  is  derived  from  membership 
dues  and  is  expended  for  office  expenses  and  the  salary  of  a 
secretary-treasurer,  is  exempt  from  tax.  An  incorporated 
cotton  exchange,  whose  shares  carry  the  right  to  dividends, 
is  organized  for  profit  and  is  not  exempt."* 

^'A  corporation  having  capital  stock  and  possessing  a 
charter  which  authorizes  it  to  buy,  improve  and  sell  real 
estate  is  organized  for  profit  within  the  meaning  of  the 
statute  and  is  not  exempt  from  tax  as  a  civic  league  or  or- 
ganization, even  though  it  no  longer  exercises  such  powers 
for  profit  and  is  operated  exclusively  for  the  promotion  of 
social  welfare.*** 

'The  exemption  applies  to  practically  all  social  and  rec- 
reation clubs  which  are  supported  by  membership  fees,  dues 
and  assessments.  If  a  club,  by  reason  of  the  comprehensive 
powers  granted  in  its  charter,  engages  in  traffic,  in  agricul- 
ture or  horticulture,  or  in  the  sale  of  real  estate,  timber, 
etc.,  for  profit,  such  club  is  not  organized  and  operated  ex- 
clusively for  pleasure,  recreation  or  social  purposes,  and 
any  profit  realized  from  such  activities  is  subject  to  tax.*'* 

§386.  Cemetery  companies.— <::ementery  companies  owned 
and  operated  exclusively  for  the  benefit  of  their  members 
are  exeatpt  from  tax.^ 

^  Bmt.  |L  Art  sis.  •  Reg.  46.  Art  620. 
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"A  cemetery  company  having  a  capital  stock  represented 
by  shares,  or  which  is  operated  for  profit  or  for  the  benefit 
of  others  than  its  members,  does  not  come  within  the  ex- 
empted class.  A  cemetery  company  o^  which  all  lot  owners 
are  members,  issuing  preferred  stock  entitling  the  holder  to 
a  semi-annual  dividend  of  four  per  cent,  and  whose  articles 
of  incorporation  provide  that  the  preferred  stock  shall  be 
retired  at  par  as  soon  as  sufficient  funds  are  realized  from 
sales  and  that  all  funds  realized  in  addition  thereto  shall  be 
used  by  the  company  for  the  care  and  improvement  of  the 
cemetery  property,  is  within  the  exemption."* 

§886.  Religloiis,  charitable,  scientific  and  edacatioiia]  cor- 
porations.— C!orporations  organized  and  operated  exclusively 
for  religious,  charitable,  scientific  or  educational  purposes, 
or  for  the  prevention  of  cruelty  to  children  or  animals,  no 
part  of  the  net  earnings  of  which  inures  to  the  benefit  of  any 
private  stockholder  or  individual,  are  exempt  from  tax.* 

"The  exemption  applies  only  to  a  corporation  or  associa- 
tion. It  does  not  include  the  case  of  a  trust,  under 
which  the  trustee  is  authorized  to  use  the  trust  property  for 
religious  purposes.  In  order  to  be  exempt  the  corporation 
or  association  must  meet  three  tests :  (a)  it  must  be  organ- 
ized and  operated  for  one  or  more  of  the  specified  purposes; 
(h)  it  must  be  organized  and  operated  exclusively  for  such 
purposes ;  and  (c)  no  part  of  its  income  must  inure  to  the 
benefit  of  private  stockholders  or  individuals. 

(1)  Charitable  corporations  include  an  association  for  the 
relief  of  the  families  of  clergymen,  even  though  the  latter 
make  a  contribution  to  the  fund  established  for  this  pur- 
pose; or  for  furnishing  the  services  of  trained  nurses  to 
persons  unable  to  pay  for  them ;  or  for  aiding  the  general 
body  of  litigants  by  improving  the  efficient  administration 
of  justice.  Educational  corporations  may  include  an  asso- 
ciation whose  sole  purpose  is  the  instruction  of  the  public. 
This  is  true  of  an  association  to  promote  acquaintance  with 
the  Spanish  language  and  literature,  although  it  has  inci- 

»  Reg.  46,  Art  Bl«.  •  B.  A.  IMS,  Secf.  281(6)  and  8M(a). 
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dental  amusement  features;  of  an  association  to  increase 
knowledge  of  the  civilization  of  another  country;  and  of  a 
Chautauqua  association  whose  primary  purpose  is  to  give 
lectures  on  subjects  useful  to  the  individual  and  beneficial 
to  the  community  and  whose  amusement  features  are  in- 
cidental to  this  purpose.  But  associations  formed  to  dis- 
seminate controversial  or  partisan  propaganda  are  not  edu- 
cational within  the  meaning  of  the  statute.  Societies  de- 
signed to  encourage  the  performance  of  first-class  orches- 
tral music  are  not  exempt,  the  purpose  being  merely  to  pro- 
vide a  high  grade  of  entertainment.  Scientific  corporations 
include  an  association  for  the  scientific  study  of  law,  to  the 
end  of  improvement  in  its  administration. 

(2)  Where  a  rehgious  corporation  owns  a  large  quantity 
of  farm  land  and  works  it,  and  also  manufactures  and  sells 
clothing  and  other  articles  for  profit,  it  is  not  operated  ex- 
clusively for  religious  purposes  and  is  not  exempt,  even 
though  its  property  is  held  in  common  and  its  profits  do 
not  inure  to  the  benefit  of  individual  members  of  the  society. 

(3)  It  does  not  prevent  exemption  that  private  individu- 
als, for  whose  benefit  a  charity  is  organized,  receive  the  in- 
come of  the  corporation  or  association.  The  statute  refers 
to  individuals  having  a  personal  and  private  interest  in  the 
activities  of  the  corporation,  such  as  stockholders.  If,  how- 
ever, a  corporation  issues  "voting  shares,"  which  entitle  the 
holders  upon  the  dissolution  of  the  corporation  to  receive  the 
proceeds  of  its  property,  including  accumulated  income,  the 
right  to  exemption  does  not  exist,  even  though  the  by-laws 
provide  that  the  shareholders  shall  not  receive  any  dividend 
or  other  return  upon  their  shares.'" 


§387.    Mutual    companies    and    local    organizations. — 

Farmers'  or  other  mutual  hail,  cyclone  or  fire  insurance  com- 
panies, mutual  ditch  or  irrigation  companies,  mutual  or  co- 
operative telephone  companies,  or  like  organizations  of  a 
purely  local  character,  the  income  of  which  consists  solely 

7  Reg.  46.  Art  S17. 
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of  assessments,  dues  and  fees  collected  from  members  for 
the  sole  purpose  of  meetinsr  expenses,  are  exempt  from  tax/ 
'It  is  necessary  to  exemption  that  the  income  of  the 
company  be  derived  solely  from  assessments,  dues  and  fees 
collected  from  members.  If  income  is  received  from  other 
sources,  the  corporation  is  not  exempt,  even  though  its  addi- 
tional income  is  tax  exempt.  Income,  however,  from  sources 
other  than  those  specified  does  not  prevent  exemption  where 
its  receipt  is  a  mere  incident  of  the  business  of  the  com- 
pany. Thus  the  receipt  of  interest  upon  a  working  bank 
balance,  or  of  the  proceeds  of  the  sale  of  badges,  office  sup- 
plies or  equipment,  will  not  defeat  the  exemption.  The 
same  is  true  of  the  receipt  of  interest  upon  liberty  bonds, 
where  they  were  purchased  as  a  patriotic  duty  and  were 
afterwards  sold.  Where,  however,  such  bonds  are  bought  as 
a  permanent  investment,  the  receipt  of  the  interest  destroys 
the  exemption.  The  receipt  of  what  is  in  substance  an 
entrance  fee,  charged  by  a  mutual  fire  insurance  company 
as  a  condition  of  membership,  does  not  render  the  company 
taxable,  although  this  fee  is  called  a  premium.  But  the 
issuance  of  policies  for  stipulated  cash  premiums  prevents 
exemption.  A  local  exchange  or  association  to  insure  the 
owners  of  automobiles  against  fire,  theft,  collision,  public 
liability  and  property  damage,  is  exempt,  since  it  performs 
functions  of  the  same  character  as  a  mutual  fire  insurance 
company,  and  is  a  like  organization  within  the  meaning  of 
the  statute.  A  local  reservoir  and  ditch  company  may  like- 
wise be  exempt  from  tax.  The  exemption  does  not  include 
a  telephone  clearing  association,  whose  business  is  to  appor- 
tion toll  rates  between  independent  telephone  companies 
handling  the  same  calls  and  whose  income  consists  of  com- 
pensation paid  by  such  companies  and  receipts  from  the 
sale  of  form  blanks.  The  phrase  'of  a  purely  local  charac- 
ter* qualifies  only  'like  organizations.'  "' 

§388.  Cooperative  associations. — Farmers',  fruit  growers' 
or  like  associations,  organized  and  operated  as  sales  agents 

'  R.  A.  1918.  Sect.  281(10)  and  d04(a). 

•  Reg.  46,  Art.  521.     Cf.  T.  D.  1933.  Jan.  12,  1914. 
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for  the  purpose  of  marketing  the  products  of  members  and 
turning  back  to  them  the  proceeds  of  sales,  less  the  neces- 
sary selling  expenses,  on  the  basis  of  the  quantity  of  produce 
furnished  by  them,  are  exempt  from  tax/ 

"(a)  Cooperative  associations,  acting  as  sales  agents  for 
farmers  or  others,  in  order  to  come  within  the  exemption 
must  establish  that  for  their  own  account  they  have  no  net 
income.  Cooperative  dairy  companies,  which  are  engaged  in 
collecting  milk  and  disposing  of  it  or  the  products  thereof 
and  distributing  the  proceeds,  less  necessary  operating  ex- 
penses, among  their  members  upon  the  basis  of  the  quantity 
of  milk  or  of  butter  fat  in  the  milk  furnished  by  such  mem- 
bers, are  exempt  from  the  tax.  If  the  proceeds  of  the  busi- 
ness are  distributed  in  any  other  way  than  on  such  a  pro- 
portionate basis,  the  company  will  be  subject  to  tax.  A 
farmers'  association  is  not  exempt  from  taxation  where  in 
accounting  to  farmers  furnishing  produce  for  the  proceeds 
of  sales  it  deducts  more  than  the  necessary  selling  expenses 
incurred,  (ft)  Cooperative  associations  acting  as  purchas- 
ing agents  are  not  expressly  exempt  from  tax  and  must 
make  returns  of  income,  but  rebates  made  to  purchasers, 
whether  or  not  members  of  the  association,  in  proportion  to 
their  purchases  may  be  excluded  from  gross  income  in  com- 
puting the  net  income  subject  to  tax.  Any  profits  made 
from  non-members  and  distributed  to  members  in  the  guise 
or  rebates  are,  of  course,  subject  to  tax."" 


§389.  Corporations  with  net  income  less  than  $3,000. — 

Any  corporation  whose  net  income  for  the  taxable  year  is 
less  than  $3,000  is  exempt  from  excess  profits  taxation.* 

If  a  tax  is  computed  for  a  period  of  less  than  twelve  months 
the  specific  exemption  of  $3,000,  wherever  referred  to  in  the 
statute,  shall  be  reduced  to  an  amount  which  is  the  same 
proportion  of  $3,000  as  the  number  of  months  in  the  period 
is  of  twelve  months.* 

1  R.  A.  1918.  Sect.  231(11)  and  304(a). 

•  Reg.  45.  Art.  622.     Cf.  T.  D.  1996,  June  15,  1914;  T.  D.  2787.  Jnne  19,  19ia 

•  R.  A.  l6l8,  Sec.  t04(b). 
«  R.  A.  1918,  Sec.  800. 
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"A  corporation  whose  net  income  for  a  fuD  taxable  year 
of  twelve  months  is  less  than  $3,000  is  exempt  from  the  tax. 
If  the  taxable  period  is  less  than  twelve  months  the  corpo- 
ration is  exempt  from  the  tax  if  its  net  income  for  the  pe- 
riod is  less  than  the  same  proportion  of  $8,000  as  the  num- 
ber of  months  in  the  period  is  of  twelve  months,  any  frac- 
tional part  of  a  month  being  counted  as  the  number  of  days 
in  such  part  of  a  month  divided  by  30.  Certain  classes  of 
corporations,  including  personal  service  corporations,  named 
in  section  231  of  the  statute  are  also  exempt.  See  articles 
511-522:'' 

This  exemption  does  not  apply  to  the  income  tax. 

•    Reg.  45,  Art  751. 
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CHAPTER  Sd 

Governments  and  Government  Employees 

§391.  States  and  State  officers. — ^Income  derived  from 
any  public  utility  or  the  exercise  of  any  essential  govem- 
mental  function  and  accruing  to  any  State,  Territory  or  the 
District  of  Columbia,  or  any  political  subdivision  of  a  State 
or  Territory,  or  income  accruing  to  the  government  of  any 
possession  of  the  United  States,  or  any  political  subdivision 
thereof,  is  exempt  from  tax/ 

Whenever  any  State,  Territory  or  the  District  of  Co- 
lumbia, or  any  political  subdivision  of  a  State  or  Territory, 
prior  to  September  8,  1916,  entered  in  good  faith  into  a 
contract  with  any  person,  the  object  and  purpose  of  which 
is  to  acquire,  construct,  operate  or  maintain  a  public  utility, 
no  tax  shall  be  levied  upon  the  income  derived  from  the 
operation  of  such  public  utility  so  far  as  the  payment  there- 
of will  impose  a  loss  or  burden  upon  such  State,  Territory, 
District  of  Columbia,  or  political  subdivision;  but  this  pro- 
vision is  not  intended  to  confer  upon  such  person  any 
financial  gain  or  exemption  or  to  relieve  such  person  from 
the  payment  of  a  tax  upon  the  part  or  portion  of  such  in- 
come to  which  such  person  is  entitled  under  such  contract.* 

"In  general  income  accruing  to  any  State,  Territory  or 
possession  of  the  United  States,  or  to  any  i)olitical  subdivi- 
sion thereof,  or  to  the  District  of  Columbia,  is  exempt  from 
tax.  See  article  74.  The  income  of  State  workmen's  com- 
pensation insurance  funds  established  by  State  statutes  is 
not  taxable.  In  the  case  of  a  public  utility  acquired,  con- 
structed, operated  or  maintained  by  a  taxpayer  under  con- 
tract with  any  State,  Territory,  or  political  subdivision 
thereof,  or  with  the  District  of  Columbia,  containing  an 
agreement  that  a  portion  of  the  net  earnings  of  such  pub- 

1  R.  A.  1918.  Sec.  218(b)  (7>.    Cf.  T.  D.  1634,  May  27,  IWO. 
•B.  A.  1918.  Sec.  213(b)(7).     See  Union  HoUywood  Water  Co.  T.   Gtrter, 
288  Fed.  829  (i.  A.  1909). 
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lie  utility  shall  be  paid  to  the  State,  Territory,  or  political 
subdivision  thereof,  or  the  District  of  Columbia,  the  amount 
so  paid  may  be  deducted  by  the  taxpayer  as  a  necessary  ex- 
pense in  transacting  business.  See  section  214  (a)  (1)  of 
the  statute/'* 

"Compensation  paid  its  officers  and  employees  by  a  State 
or  political  subdivision  thereof,  including  fees  received  by 
notaries  pubUc  commissioned  by  Statee  and  the  commis- 
sions of  receivers  appointed  by  State  courts,  are  not  taxable. 
Employees  of  universities  receiving  salaries  paid  in  part  or 
in  whole  from  the  funds  available  under  the  Smith-Lever 
Act  of  May  8>  1914,  who  are  officers  or  employees  of  a  State, 
are  not  required  to  return  as  taxable  incomes  the  salaries  so 
received.  This  is  also  true  with  respect  to  the  Act  of  Au- 
gust 80,  1800,  relating  to  colleges  for  the  benefit  of  agricul- 
ture and  the  mechanic  arts,  and  to  the  Act  of  March  2, 1887, 
relating  to  agricultural  experiment  stations  in  such  col- 
leges/'* 

''Section  213  (a)  of  the  Revenue  Act  of  1818  provides  that 
gross  income  shall  include  'gains,  profits,  and  income  derived 
from  salaries,  wages,  or  compensation  for  personal  ser- 
vice ♦  *  ♦  of  whatever  kind  and  in  whatever  form 
paid.'  In  accordance  with  an  opinion  of  the  Attorney  Gen- 
eral, dated  May  6,  1919,  and  based  on  the  wellnsettled  rule 
that  governmental  agencies  of  the  States  are  not  subject  to 
taxation  by  the  federal  Government,  it  is  held  that  salaries 
of  State  officials  and  salaries  and  wages  of  employees  of  a 
State  are  not  subject  to  the  income  tax  imposed  by  the  said 
Revenue  Act  of  1918/'' 

"Any  profit  received  from  a  State  or  political  subdivision 
thereof  by  an  independent  contractor  is  taxable  income. 
Where  warrants  are  issued  by  a  city,  town  or  other  political 
subdivision  of  a  State,  and  are  accepted  by  the  contractor  in 
paytnent  for  public  work  done,  the  face  value  of  such  war- 
rants must  be  returned  as  income.  If  for  any  reason  the 
contractor  upon  conversion  of  the  warrants  into  cash  does 

•  Reg.  «,  Art  ». 

«  Reg.  45.  Art.  86.   Cf.  t,  t>.  2068,  Mafch  9,  Idia 

•  T.  n.  2m,  utLf  n,  wii. 
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not  receive  and  can  not  recover  the  full  face  value  of  the 
warrants  so  returned,  he  may  allowably  deduct  from  gross 
income  for  the  year  in  which  the  warrants  are  converted 
into  cash  any  loss  sustained/'* 

§392.  Foreign  governments  and  their  repre8eiitative8.F— 

The  income  of  foreign  governments  received  from  invest- 
ments in  the  United  States  in  stocks,  bonds  or  other  domes- 
tic securities  owned  by  such  foreign  governments,  or  from 
interest  on  deposits  in  banks  in  the  United  States  of  moneys 
belonging  to  such  foreign  governments,  or  from  any  other 
source  within  the  United  States,  is  exempt  from  tax/ 

"The  exemption  of  income  of  foreign  governments  applies 
also  to  their  political  subdivisions.  Any  income  collected  by 
foreign  governments  from  investments  in  the  United  States 
in  stocks,  bonds  or  other  domestic  securities,  which  are  not 
actually  owned  by  but  are  loaned  to  such  foreign  govern- 
ments, is  subject  to  tax.  The  income  of  foreign  ambassa- 
dors and  ministers  from  investments  in  bonds  and  stocks 
and  from  interest  on  bank  balances,  and  the. fees  of  foreign 
consuls,  are  exempt  from  tax,  but  income  of  such  foreign 
officials  from  any  business  carried  on  by  them  in  the  United 
States  would  be  taxable.  The  compensation  of  citizens  of 
the  United  States  who  are  officers  or  employees  of  a  for- 
eign government  is,  however,  not  exempt  from  tax.''* 

§393.  Soldiers  and  sailors. — So  much  of  the  amount  re- 
ceived during  the  present  war  by  a  person  in  the  military 
or  naval  forces  of  the  United  States  as  salary  or  compensa- 
tion in  any  form  from  the  United  States  for  active  services 
in  such  forces  as  does  not  exceed  |3,500  is  exempt  from 
tax.* 

The  term  "military  or  naval  forces  of  the  United  States" 
includes  the  Marine  Corps,  the  Coast  Guard,  the  Army  Nurse 
Corps,  Female,  and  the  Navy  Nurse  Corps,  Female,  but  this 
shall  not  be  deemed  to  exclude  other  units  otherwise  in- 

•  R«ff.  tf .  Art.  ar.  ^ 

t  B.  A.  1918,  Sec.  21S(b)(6).    Cf.  T.  D.  94S9.  Dm.  98,  1919. 

•  m«ff.  46.  Art.  8S.    Cf.  T.  b.  at06,  J^  19,  1914. 
•B.  A.  1^18,  Set.  91S(b)(8). 
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eluded  within  such  term.  The  term  ''present  war''  means 
the  war  in  which  the  United  States  has  been  engaged  against 
the  German  (Jovemment.  For  the  purposes,  of  the  statute 
the  date  of  the  termination  of  the  present  war  shall  be  fixed 
by  proclamation  of  the  President/ 

"A  person  of  either  sex  in  active  service  in  the  military  or 
naval  forces  of  the  United  States  may  exclude  from  gross 
income  his  or  her  compensation  received  from  the  United 
States  up  to  the  amount  of  |3,500  in  any  taxable  year,  ex- 
cept that  this  exemption  does  not  apply  to  compensation  re- 
ceived from  the  United  States  up  to  the  amount  of  |3,500  in 
any  taxable  year,  except  that  this  exemption  does  not 
apply  to  compensation  received  either  before  or  after  the 
present  war.  The  date  of  the  termination  of  the  war  for 
the  purpose  of  the  statute  will  be  fixed  by  proclamation  of 
the  President.  The  military  and  naval  forces  of  the  United 
States  include,  among  others,  army  contract  surgeons  and 
the  individuals  named  in  section  1  of  the  statute.  A  person 
is  in  active  service  if  he  is  actually  serving  in  such  forces, 
not  necessarily  in  the  field  or  in  the  theatre  of  war,  and  is 
not  merely  on  the  retired  or  reserve  list.  Accordingly,  if 
such  a  person  receives  compensation  from  the  United  States 
of  $8,500  or  less  and  has  no  other  income  of  an  amount  suf- 
ficient in  itself  to  require  him  to  render  a  return  of  income, 
he  need  make  no  return.  Members  of  draft  boards  are  not 
as  such  entitled  to  this  exemption.''* 

t  B.  A.  IMS,  Sm.  1.  *  Reg.  45,  Art.  88. 
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CHAPTER  40 

Mine  and  Oil  Well  Owners  and  Operators 

§401.  Sale  of  mines  or  wells^ — ^In  the  case  of  a  bona  fide 
sale  of  mines,  oil  or  gas  wells,  or  any  interest  therein,  where 
the  principal  value  of  the  property  has  been  demonstrated 
by  prospecting  or  exploration  and  discovery  work  done  by 
the  taxpayer,  the  portion  of  the  surtax  or  the  excess  profits 
tax,  as  the  case  may  be,  attributable  to  such  sale  shall  not 
exceed  20  per  cent  of  the  selling  price  of  such  property  or 
interest/ 

''Where  the  taxpayer  by  prospecting  and  locating  claims, 
or  by  exploring  and  discovering  undeveloped  claims,  has 
demonstrated  the  principal  value  of  mines,  oil  or  gas  wells, 
which  prior  to  his  efforts  had  a  merely  nominal  value,  the 
portion  of  the  surtax  attributable  to  a  sale  of  such  property 
or  of  the  taxpayer's  interest  therein  shall  not  exceed  20 
per  cent  of  the  selling  price.  Exploration  work  alone  with- 
out discovery  is  not  sufiicient  to  bring  a  case  within  this 
provision.  'Shares  of  stock  in  a  corporation  owning  mines, 
oil  or  gas  wells  do  not  constitute  an  interest  in  such  prop- 
erty. To  determine  the  application  of  this  provision  to  a 
particular  case,  the  taxpayer  should  first  compute  the  sur- 
tax in  the  ordinary  way  upon  his  net  income,  including  his 
net  income  from  any  such  sale.  The  proportion  of  the  sur- 
tax indicated  by  the  ratio  which  the  taxpayer's  net  income 
from  the  sale  of  the  property,  computed  as  prescribed  in 
article  715,  bears  to  his  total  net  income  is  the  portion  of 
the  surtax  attributable  to  such  sale,  and  if  it  exceeds  20  per 
cent  of  the  selling  price  of  the  property  such  portion  of  the 
surtax  shall  be  reduced  to  that  amount.  See  articles  219- 
221."* 

''In  the  case  of  a  sale  of  mines,  oil  or  gas  wells,  or  any 
interest  therein,  as  described  in  article  13,  the  portion  of 

•  R.  A.  1918,  Sees.  2U(b)  and  887.         «  Beg.  46,  AiU  18. 
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the  war  profits  and  excess  profits  tax  attributable  to  such  a 
sale  shall  not  exceed  20  per  cent  of  the  sellin^r  price.  To 
determine  the  application  of  this  provision  to  a  particular 
case  the  corporation  should  compute  the  war  profits  and 
excess  profits  tax  in  the  ordinary  way  upon  its  net  income, 
including  its  net  income  from  any  such  sale.  The  propor- 
tion of  the  total  tax  indicated  by  the  ratio  which  the  tax- 
payer's net  income  from  the  sale  of  the  property,  computed 
as  prescribed  in  article  715,  bears  to  its  total  net  income  is 
the  portion  of  the  tax  attributable  to  such  sale,  and  if  it 
exceeds  20  per  cent  of  the  selling  price  of  the  property  such 
portion  of  the  tax  shall  be  reduced  to  that  amount.  See 
articles  219, 220  and  221.''* 

"Whenever  it  is  necessary  to  determine  the  portion  of  the 
net  income  derived  from  or  attributable  to  a  particular 
source,  the  corporation  shall  allocate  to  the  gross  income 
derived  from  such  source,  and  to  the  gross  income  derived 
from  each  other  source,  the  expenses,  losses  and  other  de- 
ductions properly  appertaining  thereto,  and  shall  apply  any 
general  expenses,  losses  and  deductions  (which  can  not 
properly  be  otherwise  apportioned)  ratably  to  the  gross  in- 
come from  all  sources.  The  gross  income  derived  from  a 
particular  source,  less  the  deductions  properly  appertaining 
thereto  and  less  its  proportion  of  any  general  deductions, 
shall  be  the  net  income  derived  from  such  source.  The  cor- 
poration shall  submit  with  its  return  a  statement  fully  ex- 
plaining the  manner  in  which  such  expenses,  losses  and  de- 
ductions were  allocated  or  distributed."' 

The  application  of  this  special  provision  may  be  thus  illus- 
trated: Assume  that  the  taxpayer  sold  an  oil  well,  brought 
in  or  discovered  by  him,  which  cost  him  $10,000,  for  $100,- 
000;  that  he  earned  $40,000  of  profits  in  another  business; 
and  that  he  sustained  a  loss  of  $12,000  through  the  destruc- 
tion of  his  residence  by  fire.  His  net  income  would  be  $118,- 
000  ($90,000  plus  $40,000  minus  $12,000),  the  surtax  on 
which  would  be  $32,870.  20  per  cent  of  the  selling  price  of 
the  oil  well  is  $20,000,  and  the  portion  of  the  surtax  at- 

•  Beg.  46.  Art.  971.  •  Reg.  45,  Art.  TIS. 
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tributable  to  such  sale  accordingly  can  not  exceed  $20,000. 
In  this  case  the  portion  of  the  surtax  attributable  to  the 
sale  is  90,000/180,000  of  $82,870,  or  $22,756.15.  This  amount 
exceeds  $20,000  by  $2,766.15,  and  accordingly  the  surtax 
must  be  reduced  from  $32,870  to  $30,113.85. 

These  provisions  for  the  limitation  of  the  surtax  on  indi^ 
viduals  and  of  the  excess  profits  tax  on  sales  by  corporations, 
while  remediable  to  a  certain  extent,  are  of  little  advantage 
to  stockholders  in  a  selling  corporation  which  pays  ordinary 
or  liquidation  dividends  out  of  the  profits  of  the  sale. 

The  following  illustration  of  the  computation  of  the  tax 
where  a  sale  of  mineral  deposits  occurs  in  the  specified 
circumstanoes  refers  to  the  first  example  of  the  computation 
of  the  profits  tax  given  in  §26: 

'In  the  case  of  the  corporation  used  as  an  illustration  in 
article  716,  let  it  be  assumed  that  its  gross  income  for 
1918  included  $15,000  derived  from  a  bona  fide  sale  of  an 
oil  well,  the  principal  value  of  which  had  been  demonstrated 
by  exploration  and  discovery  work  done  by  the  corporation, 
and  that  the  Ck)mmissioner  finds  under  article  715  that  only 
$800  of  the  deductions  allowed  are  properly  applicable  to  the 
gross  income  derived  from  the  sale.  The  portion  of  the  net 
income  attributable  to  the  sale  would  be  $14,200,  which  is 
35.5  per  cent  of  the  entire  net  Income  of  $40,000,  and  the 
portion  of  the  tax  for  that  year  attributable  to  the  sale  will 
be  85.5  per  cent  of  the  entire  tax  of  $17,600,  or  $6,248.  But 
this  portion  of  the  tax  can  not  exceed  20  per  cent  of  the 
selling  price  ($15,000)  and  is  accordingly  reduced  to  $3,000. 
The  total  tax  will  be  $11,862  (the  portion  of  the  tax  not  af* 
fected  plus  $3,000,  or  $14,352  (instead  of  $17,600).'" 

§402.  Corporations  engaged  in  gold  mining. — ^In  the  case 
of  any  corporation  engaged  in  the  mining  of  gold,  the  por- 
tion of  the  net  income  derived  from  the  mining  of  gold 
shall  be  exempt  from  the  excess  profits  tax  (but  not  the 
income  tax),  and  the  excess  profits  tax  on  the  remaining 
portion  of  the  net  income  shaJl  be  the  proportion  of  a  tax 


Reg.  46,  Art.  972. 
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computed  without  the  benefit  of  this  provision  which  such 
remaining  portion  of  the  net  income  bears  to  the  entire  net 
income,  determined  as  described  in  the  last  section.* 

"If  a  corporation  is  engaged  in  the  mining  of  gold,  the 
portion  of  its  net  income  derived  from  that  source  is  exempt 
from  tax.  The  tax  on  the  remaining  portion  of  its  net  in- 
come is  the  proportion  of  the  tax  that  would  have  been 
payable,  had  the  entire  net  income  been  derived  from  other 
sources  than  the  mining  of  gold,  which  such  remaining  por- 
tion of  the  net  income  bears  to  the  entire  net  income.  For 
the  method  of  determining  the  net  income  derived  from  the 
mining  of  gold  see  article  715."* 

The  following  illustration  of  the  computation  of  the  profits 
tax  where  there  is  net  income  from  gold  mining  refers  t ) 
the  first  example  given  in  §26: 

*1n  the  case  of  the  corporation  used  as  an  illustration  in 
article  716  let  it  be  assumed  that  it  is  engaged  in  the  mining 
both  of  gold  and  of  other  rare  metals;  that  the  Com- 
missioner finds  under  article  715  that  $35,000  of  its  gross 
income  is  properly  attributable  to  the  mining  of  gold;  and 
that  120,000  of  the  deductions  allowed  are  properly  appli- 
cable to  the  gross  income  from  that  source.  The  portion  of 
the  net  income  attributable  to  the  mining  of  gold  and  ex- 
empt from  tax  would  be  $15,000.  The  remaining  portion  of 
the  net  income  is  $25,000  and  the  tax  thereon  is  the  same 
proportion  of  the  tax  computed  on  the  entire  net  income 
without  the  benefit  of  the  exemption  (i.  e.,  a  tax  of  $17,600) 
which  the  remaining  portion  of  the  net  income  ($25,000) 
bears  to  the  entire  net  income  ($40,000) .  The  tax  will  there- 
fore be  5/8  of  the  tax  of  $17,600  computed  without  the  benefit 
of  the  exemption,  or  $11,000."* 

§403.  Depreciation  and  depletion.*— AUowances  for  the  de- 
pletion of  mineral  deposits,  including  the  depreciation  of 
improvements,  have  already  been  discussed  in  chapter  15. 
In  the  case  of  mines  the  Internal  Revenue  Bureau  has  pre- 
pared a  special  questionnaire,  known  as  form  A,  to  assist 

•  B.  A.  1018.  Sec.  a04(c).  i  B«g.  45,  Art.  758. 

•B«f.  45,  Art  TBI 
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taxpayers  and  itself,  and  in  the  case  of  oil  and  gas  wells  has 
prepared  a  similar  form  N. 

A  Manual  for  the  Oil  and  Gas  Industry,  issued  by  the 
Bureau  in  1919,  deals  particularly  with  the  classification  of 
equipment  for  the  purpose  of  appl3dng  rates  of  depreciation 
and  with  methods  of  estimating  underground  oil  reserves 
for  the  purpose  of  calculating  depletion. 
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CHAPTER  41 

Farmers 

§411.  Gross  income^ — ^The  statute  does  not  in  terms  dif- 
ferentiate farmers  from  ordinary  citizens  and  residents,  but 
their  situation  is  in  some  ways  special/ 

"All  gains,  profits  and  income  derived  from  the  sale  or 
exchange  of  farm  products,  whether  produced  on  the  farm 
or  purchased  and  resold,  shall  be  included  in  the  return  of 
income  for  the  year  in  which  the  products  were  actually 
marketed  and  sold,  unless  an  inventory  is  used.  In  case  of 
the  sale  of  machinery,  and  of  animals  purchased  as  draft  or 
work  animals  or  solely  for  breeding  purposes  and  not  for 
resale,  any  excess  over  the  cost  thereof  reduced  by  all  sums 
theretofore  deducted  for  depreciation  shall  be  included  as 
gross  income  in  preparing  the  taxpayer's  return.  Where 
farm  produce  is  exchanged  for  merchandise,  groceries  or 
mill  products,  the  market  value  of  the  article  or  product 
received  in  exchange  is  to  be  returned  as  income.  Rents 
received  in  crop  shares  shall  be  returned  as  of  the  year  in 
which  the  crop  shares  are  reduced  to  money  or  a  money 
equivalent.  If  a  farmer  is  engaged  in  producing  crops 
which  take  more  than  a  year  from  the  time  of  planting  to 
the  time  of  gathering  and  disposing,  the  income  therefrom 
may  be  computed  upon  the  crop  basis ;  but  in  any  such  case 
the  entire  cost  of  producing  the  crop  must  be  taken  as  a 
deduction  in  the  year  in  which  the  gross  income  from  the 
crop  is  realized.  When  live  stock  purchased  is  sold,  its  cost 
is  to  be  deducted  from  the  sales  price  in  ascertaining  the 
amount  of  gain  or  profit  to  be  returned  for  tax  purposes. 
If,  however,  an  inventory  is  used,  the  cost  price  of  the  art- 
icle sold  must  not  be  taken  as  an  additional  deduction  in  the 
return  of  income,  as  such  cost  price  will  be  reflected  in  the 
inventory.    As  herein  used  the  term  "farm"  embraces  the 

^  See  generally  "Income  Tax  Prlxi«r  f«r  F^rm«rs/'  iBBaed  by  the  Internal 
Revenne  Bureau  in  1919. 
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farm  in  the  ordinarily  accepted  sense,  and  includes  stock, 
dairy,  poultry,  fruit  and  truck  farms,  also  plantations, 
ranches  and  all  land  used  for  farming  operations.  All  indi- 
viduals, partnerships  or  corporations  that  cultivate,  oi>erate 
or  manage  farms  for  gain  or  profit,  either  as  owners  or  ten- 
ants, are  designated  farmers.  A  i>erson  cultivating  or  oper- 
ating a  farm  for  recreation  or  pleasure,  the  result  of  which 
is  a  continual  loss  from  year  to  year,  is  not  regarded  as  a 
farmer.    See  further  articles  110, 145  and  171."" 

§412.  Deductions  from  gross  income.*— ''A  farmer  who 
operates  a  farm  for  profit  is  entitled  to  deduct  from  gross 
income  as  necessary  expenses  all  amounts  actually  expend- 
ed in  the  carrying  on  of  the  business  of  farming.  The  cost 
of  ordinary  tools,  of  short  life  or  small  cost,  such  as  hand 
tools,  including  shovels,  rakes,  etc.,  may  be  included.  The 
cost  of  feeding  and  raising  live  stock  may  be  treated  as  an 
expense  deduction,  in  so  far  as  such  cost  represents  actual 
outlay,  but  not  including  the  value  of  farm  produce  grown 
upon  the  farm  or  the  labor  of  the  taxpayer.  Where  a  farmer 
is  engaged  in  producing  crops  which  take  more  than  a  year 
from  the  time  of  planting  to  the  process  of  gathering  and 
disposal,  expenses  deducted  may  be  determined  upon  the 
crop  basis,  and  such  deductions  must  be  taken  in  the  year  in 
which  the  gross  income  from  the  crop  has  been  realized. 
If  a  farm  is  operated  for  recreation  or  pleasure  and  not  on 
a  commercial  basis,  and  if  the  expenses  incurred  in  connec- 
tion with  the  farm  are  in  excess  of  the  receipts  therefrom, 
the  entire  receipts  from  the  sale  of  products  may  be  ignored 
in  rendering  a  return  of  income,  and  the  expenses  incurred, 
being  regarded  as  personal  expenses,  will  not  constitute 
allowable  deductions.  The  cost  of  farm  machinery  and  farm 
buildings  represents  a  capital  investment  and  is  not  an 
allowable  deduction  as  an  item  of  expense.  Amounts  ex- 
pended in  the  developuMit  of  farms,  orchards  and  ranches 
prior  to  the  time  when  the  productive  state  is  reached  may 
be  regarded  as  investments  of  capital.    The  amount  ex- 

•  Beff.  45,  Art.  38.    Cf.  T.  D.  21U,  F»b.  4,  1A15;  T.  D.  2645,  March  8,  IMS, 
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pended  in  purchasinf  draft  or  work  animals  or  live  stock 
either  for  resale  or  for  breeding  purposes  is  regarded  as  an 
investment  of  capital.  The  purchase  price  of  an  automobile, 
even  when  wholly  used  in  carrying  on  farming  operations, 
is  not  deductible,  but  it  is  regarded  as  an  investment  of 
capitaL  The  cost  of  gasoline,  repairs  and  upkeep  of  an 
automobile  if  used  wholly  in  the  business  of  farming  is 
deductible  as  an  expense;  if  used  partly  for  business  pur- 
poses and  partly  for  the  pleasure  or  convenience  of  the 
taxpayer  or  his  family,  such  cost  may  be  apportioned  ac- 
cording to  the  extent  of  the  use  for  purposes  of  business  and 
pleasure  or  convenience,  and  only  the  proportion  of  such 
cost  justly  attributable  to  business  purposes  is  deductible  as 
a  necessary  expense.    See  articles  38, 145  and  171/" 

"Losses  incurred  in  the  operation  of  farms  as  business 
enterprises  are  deductible  from  gross  income.  If  farm 
products  are  held  for  favorable  markets,  no  deduction  on 
account  of  shrinkage  in  weight  or  physical  value  or  by 
reason  of  deterioration  in  storage  shall  be  allowed.  The 
total  loss  by  frost,  storm,  flood  or  fire  of  a  prospective  crop, 
or  of  a  crop  which  has  not  been  sold,  is  not  a  deductible  loss 
in  computing  net  income.  A  farmer  engaged  in  raising 
and  selling  stock,  cattle,  sheep,  horses,  etc.,  is  not  entitled  to 
claim  as  a  loss  the  value  of  animals  that  perish  from  among 
those  animals  that  were  raised  on  the  farm.  If  live  stock 
has  been  purchased  for  any  purpose,  and  afterwards  dies 
from  disease,  exposure  or  injury,  or  is  killed  by  order  of  the 
authorities  of  a  State  or  the  United  States,  the  actual  pur- 
chase price  of  such  stock,  less  any  depreciation  which  may 
have  been  previously  claimed  with  respect  to  such  perished 
live  stock,  and  less  also  any  insurance  or  indemnity  re- 
covered, may  be  deducted  as  a  loss.  The  actual  cost  of  other 
property,  less  depreciation  already  allowed,  destroyed  by 
order  of  the  authorities  of  a  State  or  of  the  United  States 
may  in  Uke  manner  be  claimed  as  a  loss;  but  if  reimburse- 
ment is  made  by  a  State  or  the  United  States  in  whole  or  in 
part  on  account  of  stock  killed  or  property  destroyed,  the 

•  Reg.  46,  Art.  UO.    Cf.  T.  D.  2153,  Feb.  4,  1915;  T.  D.  2665,  March  8,  191S. 
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amount  received  shall  be  reported  as  income  for  the  year 
in  which  reimbursement  is  made.  In  determining  the  cost 
of  stock  for  the  purpose  of  ascertaining  the  deductible  loss 
there  shall  be  taken  into  account  only  the  purchase  price, 
and  not  the  cost  of  any  feed,  pasturage  or  care  which  has 
been  deducted  as  an  expense  of  operation.  If  gross  income 
is  ascertained  by  inventories,  no  deduction  can  be  made  for 
live  stock  or  products  lost  during  the  year,  whether  pur- 
chased for  resale  or  produced  on  the  farm,  as  such  losses 
will  be  reflected  in  the  inventory  by  reducing  the  amount 
of  live  stock  or  products  on  hand  at  the  close  of  the  year. 
If  an  individual  owns  and  operates  a  farm,  in  addition  to 
being  engaged  in  another  trade,  business  or  calling,  and  sus- 
tains a  loss  from  such  operation  of  the  farm,  then  the 
amount  of  loss  sustained  may  be  deducted  from  gross  in- 
come received  from  all  sources,  provided  the  farm  is  not 
operated  for  recreation  or  pleasure.  See  articles  88, 110  and 
171."* 

*'A  reasonable  allowance  for  depreciation  may  be  claimed 
on  farm  buildings  (other  than  a  dwelling  occupied  by  the 
owner),  farm  machinery  and  other  physical  property,  in- 
cluding live  stock  purchased  for  draft,  dairy  or  breeding 
purposes,  but  no  claim  for  depreciation  on  live  stock  raised, 
or  purchased  for  resale,  will  be  allowed.  Live  stock  pur- 
chased for  draft,  breeding  or  dairy  purposes,  or  for  any 
purpose  other  than  resale,  may  be  included  in  the  inventory 
for  each  year  at  a  figure  which  will  reflect  the  reduction  in 
value  estimated  to  have  occurred  during  the  year  through 
increase  of  age  or  other  causes.  Such  a  reduction  in  value 
should  be  based  on  the  cost  and  estimated  life  of  the  live 
stock.  If  an  inventory  is  not  used,  a  reasonable  allowance 
for  depreciation  may  be  claimed  based  upon  the  cost  of 
draft  and  work  animals  and  animals  kept  solely  for  breed- 
ing purposes  and  not  for  sale.  See  also  articles  38,  110  and 
145."' 


'Beg.  45,  Art  Itf.  •  Beg.  46,  Alt  lit 
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§413,  Return&f— As  a  special  aid  to  fanners  in  making 
out  their  returns  of  income  the  Internal  Revenue  Bureau  has 
prepared  for  their  use  form  1040  F,  a  schedule  of  farm  in- 
come and  expenses.  It  may  be  filed  with  their  returns  on 
form  1040  or  1040  A,  or  may  be  retained  as  part  of  their  own 
records. 


Digitized  by 


Google 


Prefatory  Note  to  Appendices 

History  and  constitutionality  of  income  tax  legislatiCMi 

Income  taxes  were  imposed  by  the  Acts  of  August  6, 1861, 
July  1,  1862,  June  30,  1864,  July  4,  1864,  March  3,  1865, 
March  2,  1867,  and  July  14,  1870.  These  taxes  expired  by 
statutory  Umitation  on  December  31,  1871.  Their  consti- 
tutionality was  sustained  on  the  ground  that  they  were  not 
direct  tiaxes.^ 

The  Act  of  August  28,  1894,  imposed  an  income  tax  of  2 
per  cent  on  individual  incomes  of  over  $4,000  and  2  per  cent 
on  corporate  incomes.  On  December  13,  1894,  the  Internal 
Revenue  Bureau  issued  Regulations  No.  21  for  the  adminis- 
tration of  the  tax.  The  statute  was  held  unconstitutional  in 
Pollock  V.  Farmers  Loan  &  Trust  Company"  as  in  effect  a 
direct  tax  upon  property  requiring  apportionment  according 
to  population. 

The  Act  of  August  5, 1909  (Appendix  E),  imposed  an  ex- 
cise tax  on  corporations.  On  December  3,  1909,  the  Internal 
Revenue  Bureau  issued  Regulations  No.  31  for  the  adminis- 
tration of  the  tax.  This  statute,  which  'Vas  not  intended 
to  be  and  is  not  in  any  proper  sense  an  income  tax  law,"  was 
upheld  in  several  decisions*' 

The  Sixteenth  Amendment  to  the  Constitution  was 
adopted  early  in  1913.  It  provided:  "The  Congress  shall 
have  power  to  lay  and  collect  taxes  on  incomes,  from  what- 
ever source  derived,  without  apportionment  among  the  sev- 

i  See  Pacific  Ins.  Co.  v.  Sonle,  7  Wall.  43S:  Hylton  y.  United  States.  8  Dallas 
171 ;  Springer  v.  United   States.  102  U.  S.  sfe. 

•  157  U.  S.  429;  158  U.  S.  601. 

*  See  Stratton's  Independence  y.  Howbert,  281  U.  8.  8W;  FMnt  y.  Stone 
Tracy  Co.,  220  U.  S.  107;  Anderson  v.  Forty-Two  Broadway  Co..  289  U.  S 
«9;  United  States  ▼.  Wbliridge,  331  U.  &  114;  MoCoaeb  y.  Mlseliill  BaUwa* 
Co.,  228  U.  S.  aMk 
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end  states,  and  without  regard  to  any  census  or  enumera^ 
tion," 

The  Act  of  October  3, 1913  (Appendix  D),  imposed  an  in- 
come tax  on  individuals  and  corporations.  On  January  6, 
1914,  the  Internal  Revenue  Bureau  issued  Regulations  No. 
33  for  the  administration  of  the  tax.  This  statute  was  up- 
held in  Brushaber  v.  Union  Pacific  Railroad  Company*  and 
in  other  cases.* 

The  Act  of  September  8,  1916  (Appendix  C),  imposed  an 
income  tax.  It  was  amended  by  the  Act  of  October  3,  1917 
(Appendix  B),  which  imposed  a  war  income  tax  and  also  an 
excess  profits  tax  on  individuals,  partnerships  and  corpora- 
tions. In  connection  with  the  administration  of  these  taxes 
the  Internal  Revenue  Bureau  on  January  2,  1918,  issued 
Regulations  No.  33  (revised),  income  tax  regulations,  and 
shortly  thereafter  issued  Regulations  No.  41,  excess  profits 
tax  regulations.  An  Income  Tax  Primer  and  an  Excess 
Profits  Tax  Primer  were  also  issued  early  in  1918. 

The  Act  of  February  24,  1919  (Appendix  A),  imposes  an 
income  tax  on  individuals  and  corporations  and  a  war  profits 
and  excesa  profits  tax  on  corporations.  It  radically  revised 
the  form  and  to  a  considerable  extent  the  matter  of  earlier 
statutes  (see  Appendix  J) .  Late  in  February,  1919,  a  pre- 
liminary edition  of  Regulations  45,  relating  only  to  the  in- 
come tax  on  individuals,  was  issued  by  the  Internal  Revenue 
Bureau,  and  early  in  March,  1919,  a  preUminary  edition  of 
Regulations  45,  relating  only  to  the  income  and  profits  taxes 
on  corporations,  followed.  The  definitive  edition  of  Regula- 
tions 45  was  issued  on  April  17,  1919  (see  Appendix  F). 
Early  in  1919  an  Income  Tax  Primer,  an  Income  Tax  Primer 
for  Farmers  and  a  Manual  for  the  Oil  and  Gas  Industry  were 
also  issued.  On  December  29, 1919,  Addenda  to  Regulations 
45  appeared,  containing  in  pamphlet  form  the  Treasury  de- 
cisions issued  between  April  17, 1919,  and  December  2, 1919, 
which  amended  or  modified  any  articles  of  the  regulations  or 
added  new  articles  thereto. 

«  240  u.  B.  1. 

s  See  Dodge  y.  Osborn,  240  U.  S.  118:  Stanton  v.  Baltic  Mining  Co.,  240  U.  8. 
103;  Tyee  Realty  Co.  y.  Apderson,  240  U.  S.  115;  Dodge  t.  Brady,  240  U.  S.  122. 
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By  section  1402  of  the  Revenue  Act  of  1918,  if  any  clause, 
sentence,  paragraph  or  part  of  the  act  shall  for  any  reason 
be  adjudged  by  any  court  of  competent  jurisdiction  to  be 
invalid,  such  judgment  shall  not  affect,  impair  or  invalidate 
the  remainder  of  the  act,  but  shall  be  confined  in  its  opera- 
tion to  the  clause,  sentence,  paragraph  or  part  thereof 
directly  involved  in  the  controversy  in  which  such  judgment 
has  been  rendered. 

Decisions  relating  to  the  validity  of  the  various  statutes 
have  already  been  noted.  The  constitutionality  of  the  stat- 
ute now  in  force,  aside  from  minor  features,  is  supported  by 
the  Sixteenth  Amendment  to  the  Constitution  and  by  deci- 
sions on  the  Revenue  Act  of  1913,  of  which  Brushaber  v. 
Union  Pacific  Railroad  Company*  is  the  chief.  This  decision 
compares  former  acts  and  disposes  of  the  many  objections 
advanced  to  the  Revenue  Act  of  1913,  which  in  most  in- 
stances are  equally  applicable  to  the  Revenue  Act  of  1918. 
Because  of  its  comprehensive  survey  of  the  subject  the 
principal  portion  of  the  opinion  of  the  court  is  here  set  forth, 
as  follows: 

"Aside  from  averments  as  to  citizenship  and  residence,  recitals  as  to 
the  provisions  of  the  statute  and  statements  as  to  the  business  of  the 
corporation  contained  in  the  first  10  paragrraphs  of  the  bill  advanced 
to  sustain  jurisdiction,  the  bill  allepred  21  constitutional  objections 
specified  in  that  number  of  paragraphs  or  subdivisions.  As  all  the 
grrounds  assert  a  violation  of  the  Constitution,  it  follows  that  in  a  wide 
sense  they  all  charge  a  repugmancy  of  the  statute  to  the  sixteenth 
amendment  under  the  more  Immediate  sanction  of  which  the  statute 
was  adopted. 

"The  various  propositions  are  so  Intermlngrled  as  to  cause  It  to  be 
dlflicult  to  classify  them.  We  are  of  opinion,  however,  that  the  confusion 
is  not  inherent,  but  rather  arises  from  the  conclusion  that  the  sixteenth 
amendment  provides  for  a  hitherto  unknown  power  of  taxation;  that 
Is,  a  power  to  levy  an  income  tax  which,  although  direct,  should  not  be 
subject  to  the  regrulation  of  apportionment  applicable  to  all  other  direct 
taxes.  And  the  far-reaching  effect  of  this  erroneous  assumption  will  be 
made  clear  by  generalizing  the  many  contentions  advanced  in  argument 
to  support  It,  as  follows: 

"(a)  The  amendment  authorizes  only  a  particular  character  of  direct 
tax  without  apportionment,  and  therefore  if  a  tax  is  levied  under  Its 
assumed  authority  which  does  not  partake  of  the  characteristics  exacted 
by  the  amendment,  it  is  outside  of  the  amendment  and  is  void  as  a 
direct  tax  in  the  general  constitutional  sense  because  not  apportioned. 

"(b)  As  the  amendment  authorizes  a  tax  only  upon  incomes  'from 
whatever  source  derived,'  the  exclusion  from  taxation  of  some  Income 
of  designated  persons  and  classes  Is  not  authorized  and  hence  the 
constitutionality  of  the  law  must  be  tested  bv  the  general  provisions  of 
the  Constitution  as  to  taxation,  and  thus  again  the  tax  is  void  for  want 
of  apportionment. 

"(c)  As  the  right  to  tax  'incomes  from  whatever  source  derived*  for 
which  the  amendment  provides  must  be  considered  as  exacting  Intrinsic 
uniformity,  therefore  no  tax  comes  under  the  authority  of  the  amendment 
not  conforming   to  such   standard,   and  hence  all   the   provisions  of  the 

•240  U.  S.  1  (Jan.  24. 19ie). 
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assailed  statute  must  once  more  be  tested  solely  under  the  eeneral  and 

greexlstlng  provisions  of  the  Constitution,  causing  the  statute  again  to 
e  void  in  the  absence  of  apportionment. 

"(d)  As  the  power  conferred  by  the  amendment  is  new  and  prospective, 
the  attempt  in  the  statute  to  make  its  provisions  retroactively  apply  is 
voidp  because  so  far  as  the  retroactive  period  is  concerned  it  is 
governed  by  the  preexisting  oonstitutlonal  requirement  as  to 
apportionment 

"But  it  clearly  results  that  the  proposition  and  the  contentions  under 
it.  if  acceded  to,  would  cause  one  provision  of  the  Constitution  to  destroy 
another;  that  is,  they  would  result  in  bringing  the  provisions  of  the 
amendment  exempting  a  direct  tax  from  apportionment  into  irreconcilable 
conflict  with  the  general  requirement  that  all  direct  taxes  be  apportioned. 
Moreover,  the  tax  authorized  by  the  amendment,  being  direct,  would  not 
come  under  the  rule  of  uniformity  applicable  under  the  Constitution 
to  other  than  direct  taxes,  and  thus  it  would  come  to  pass  that  the 
result  of  the  amendment  would  be  to  authorize  a  particular  direct  tax 
not  subject  either  to  apportionment  or  to  the  rule  of  geographical 
uniformity,  thus  giving  power  to  impose  a  different  tax  in  one  State 
or  States  than  was  levied  in  another  State  or  States.  This  result  instead 
of  simplifying  the  situation  and  making:  clear  the  limitations  on  the 
taxing  power,  which  obviously  the  amendment  must  have  been  intended 
to  accomplish,  would  create  radical*  and  destructive  changes  in  our 
constitutional    system   and   multiply   confusion. 

"But  let  us  by  a  demonstration  of  the  error  of  the  fundamental 
proposition  as  to  the  significance  of  the  amendment  dispel  the  confusion 
necessarily  arising  from  the  arguments  deduced  from  it  Before  coming, 
however,  to  the  text  of  the  amendment,  to  the  end  that  its  significance 
may  be  determined  in  the  light  of  the  previous  legislative  and  Judicial 
history  of  the  subject  with  which  the  amendment  is  concerned  and  with 
a  knowledge  of  the  conditions  which  presumptively  led  up  to  its  adoption 
and  hence  of  the  purpose  it  was  intended  to  accomplish,  we  make  a 
brief  statement  on  those  subjects. 

'That  the  authority  conferred  upon  Congress  by  section  8  of  Article  I 
'to  lay  and  collect  taxes,  duties,  imposts,  and  excises'  is  exhaustive  and 
embraces  every  conceivable  power  of  taxation  has  never  been  questioned, 
or,  if  it  has,  has  been  so  often  authoritatively  declared  as  to  render 
it  necessary  only  to  state  the  doctrine.  And  it  has  also  never  been 
questioned  from  the  foundation,  without  stopping  presently  to  determine 
under  which  of  the  separate  headings  the  power  was  properly  to  be 
classed,  that  there  was  authority  given,  as  the  part  was  included  in 
the  whole,  to  lay  and  collect  income  taxes.  Again,  it  has  never,  moreover, 
been  questioned  that  the  conceded  complete  and  all-embracing  taxing 
power  was  subject,  so  far  as  they  were  respectively  applicable,  to 
limitations  resulting  from  the  requirements  of  Article  i,  section  8, 
clause  1,  that  'all  duties,  imposts,  and  excises  shall  be  uniform 
throughout  the  Untted  States,'  and  to  the  limitations  of  Article  I,  section 
2,  clause  3,  that  'direct  taxes  shall  be  apportioned  among  the  several 
States*  and  of  Article  I,  section  9,  clause  4.  that  *no  capitation  or  other 
direct  tax  shall  be  laid,  unless  in  proportion  to  the  census  or  enumeration 
hereinbefore  directed  to  be  taken.'  In  fact,  the  two  great  subdivisions 
embracing  the  complete  and  perfect  delegation  of  the  power  to  tax  and 
the  two  correlated  limitations  as  to  such  power  were  thus  aptly  stated 
by  Mr.  Chief  Justice  Fuller  in  Pollock  v.  Farmers'  Loan  &  Trust  Co., 
supra,  at  page  657:  'In  the  matter  of  taxation,  the  Constitution 
recognizes  tne  two  great  classes  of  direct  and  indirect  taxes  and  lays 
down  two  rules  by  which  their  imposition  must  be  governed,  namely: 
The  rule  of  apportionment  as  to  direct  taxes,  and  the  rule  of  uniformity 
as  to  duties,  imposts,  and  excises.'  It  is  to  be  observed,  however,  as  long 
ago  pointed  out  In  Veazle  Bank  v.  Fenno  (8  Wall..  688.  641),  that  the 
requirement  of  apportionment  as  to  one  of  the  great  classes  and  of 
uniformity  as  to  the  other  class  were  not  so  much  a  limitation  upon 
the  complete  and  all-embracing  authority  to  tax.  but  in  their  essence 
were    simply    regulations    concerning    the    mode    In    which    the    plenary 

Sower  was  to  be  exerted.  In  the  whole  history  of  the  Government 
own  to  the  time  of  the  adoption  of  the  sixteenth  amendment,  leaving 
aside  some  conjectures  expressed  of  the  possibility  of  a  tax  lying 
intermediate  between  the  two  great  classes  and  embraced  by  neither,  no 
question  has  been  anywhere  made  as  to  the  correctness  of  these 
propositions.  At  the  very  beginning,  however,  there  arose  differences  of 
opinion  concerning  the  criteria  to  be  applied  in  determining  in  which  of 
the  two  great  subdivisions  a  tax  would  fall.  Without  pausing  to  state 
at  length  the  basis  of  these  differences  and  the  consequences  which  arose 
from  them,  as  the  whole  subject  was  elaborately  reviewed  in  Pollock  v. 
Farmers'   Loan  &  Trust  Co.    (157  U.   S.,   429;   168  U.   S.,   601).   we   make 
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a  condensed  statement  which  is  in  substance  taken  from  what  was  said 
in  that  case.  Elarly  the  differences  were  manifested  in  pressing  on  the 
one  hand  and  opposing  on  the  other  the  passage  of  an  act  leyying  a  tax 
without  apportionment  on  carriages  for  the  conveyance  of  persons,'  and 
when  such  a  tax  was  enacted  the  question  of  iU  repugnancy  to  the 
Constitution  soon  came  to  this  court  for  determination.  Hylton  v.  United 
SUtes  (8  DalL,  171.)  It  was  held  tliat  the  tax  came  within  the  class  of 
exQises,  duties  and  imposts  and  therefore  did  not  require  apportionment, 
and  while  this  conclusion  was  agreed  to  by  all  the  members  of  the  court 
who  took  part  in  the  decision  of  the  case  there  was  not  an  exact 
coincidence  in  the  reasoning  by  which  the  conclusion  was  sustained. 
Without  stating  the  minor  differences,  it  may  be  said  with  substantial 
accuracy  that  the  divergent  reasoning  was  this:  On  the  one  hand,  that 
the  tax  was  not  in  the  class  of  direct  taxes  requiring  apportionment, 
because  it  was  not  levied  directly  on  property  because  of  its  ownership, 
but  rather  on  its  use,  and  was  therefore  an  excise,  duty  or  impost;  and  on 
the  other,  that  in  any  event  the  class  of  direct  taxes  included  only  taxes 
directly  levied  on  real  estate  because  of  Its  ownership.  Putting  out  of 
view  the  difference  of  reasoning  which  led  to  the  concurrent  conclusion 
in  the  Hylton  case,  it  is  undoubted  that  it  came  to  pass  in  legislative 

Sractice  that  the  line  of  demarcation  between  the  two  great  classes  of 
irect  taxes  on  the  one  hand  and  excises,  duties,  and  imposts  on  the 
other,  which  was  exemplifled  by  the  ruling  in  that  case,  was  accepted 
and  acted  upon.  In  the  first  place,  this  is  shown  by  the  fact  that 
wherever  (and  there  were  a  number  of  cases  of  that  kind)  a  tax  was 
levied  directly  on  real  estate  or  slaves,  because  of  ownership,  it  was 
treated  as  coming  within  the  direct  class  and  apportionment  was  provided 
for,  while  no  instance  of  apportionment  as  to  any  other  kind  of  tax  is 
afforded.  Again,  the  situation  is  aptly  illustrated  by  the  various  acts 
taxing  incomes  derived  from  property  of  every  kind  and  nature  which 
were  enacted  beginning  in  1861  and  lasting  during  what  may  be  termed 
the  Civil  War  period.  It  Is  not  disputable  that  these  latter  taxing  laws 
were  classed  under  the  head  of  excises,  duties,  and  imposts,  because  it 
was  assumed  that  they  were  of  that  character  inasmuch  as.  although 
putting  a  tax  burden  on  income  of  every  kind,  including  that  derived 
from  property,  real  or  k>ersonal,  they  were  not  taxes  directly  on 
property  because  of  its  ownership.  And  this  practical  construction  came 
in  theory  to  be  the  accepted  one,  since  it  was  adopted  without  dissent 
by  the  most  eminent  of  the  text- writers.  (1  Kent  Com.,  264.  266;  1  Story 
Const.,  sec.  955;  Cooley  Const.  Llm.  (6th  ed.),  *480;  Miller  on  the 
Constitution,  237;  Pomeroy's  Constitutional  L.aw,  sec.  281;  Hare  Const. 
Law,  vol.  1,  249,  260;  Burroughs  on  Taxation,  602;  Ordronaux, 
Constitutional   Legislation,   226.) 

"Upon  the  lapsing  of  a  considerable  period  after  the  repeal  of  the 
income  tax  laws  referred  to,  In  1894  an  act  was  passed  laying  a  tax  on 
incomes  from  all  classes  of  property  and  other  sources  of  revenue  which 
was  not  apportioned,  and  which  therefore  was  of  course  assumed  to 
come  within  the  classification  of  excises,  duties  and  imports  which  were 
subject  to  the  rule  of  uniformity  but  not  to  the  rule  of  apportionment. 
The  constitutional  validity  of  this  law  was  challenged  on  the  yrround 
that  It  did  not  fall  within  the  class  of  excises,  duties,  and  imposts,  but 
was  direct  In  the  constitutional  sense  and  was  therefore  void  for  want 
of  apportionment,  and  thai  question  came  to  this  court  and  was  passed 
upon  In  Pollock  v.  Farmers*  Loan  &  Trust  Co.  (167  U.  8.,  429;  168  U.  8., 
601).  The  court,  fully  recopmizing  in  the  passacre  which  we  have 
previously  quoted  the  all-embracing  character  of  the  two  great 
classifications  Including,  on  the  one  hand,  direct  taxes  subject  to 
apportionment,  and  on  the  other,  excises,  duties,  and  Imposts  subject 
to  uniformity,  held  the  law  to  be  unconstitutional  in  substance  for 
these  reasons:  Concluding  that  the  classification  of  direct  was  adopted 
for  the  purpose  of  rendering  it  Impossible  to  burden  by  taxation 
accumulations  of  property,  real  or  perGonal,  except  subject  to  the  regu- 
lation of  apportionment,  It  was  held  that  the  duty  existed  to  fix  what 
was  a  direct  tax  In  the  constitutional  sense  so  as  to  accomplish  this 
purpose  contemplated  by  the  Constitution.  (167  U.  8.,  681.)  Coming 
to  consider  the  validity  of  the  tax  from  this  point  of  view,  while  not 
questioning  at  all  that  In  common  understanding  It  was  direct  merely  on 
Income  and  only  Indirect  on  property,  it  was  held  that  considering  the 
substance  of  things  it  was  direct  on  property  In  a  oonstltutional  sense 
to  burden  an  Income  by  a  tax  was  from  the  point  of  substance  to 
burden  the  property  from  which  the  income  was  derived  and  thus 
accomplish  the  very  thing  which  the  provision  as  to  apportionment  of 
direct  taxes  was  adopted  to  prevent.  As  this  conclusion  but  enforced 
a  regulation  as  to  the  mode  of  exercising  i>ower  under  particular 
circumstances,  it  did  not  in  any  way  dispute  the  all-embracing  taxing 


443 

Digitized  by  VjOOQIC 


PS£FATORY  NOTE  TO  APFBNDICB8 


authority  possessed  by  Conerress,  Including  necessarily  therein  the  power 
to  impose  income  taxes  if  only  they  conformed  to  the  constitutional 
regulations  which  were  applicable  to  them.  Moreover  in  addition  the 
conclusion  reached  in  the  Follock  case  did  not  in  any  degree  involve 
holding  that  income  taxes  generically  and  necessarily  came  within  the 
class  of  direct  taxes  on  property,  but  on  the  contrary  recognized  the 
fact  that  taxation  on  income  was  in  its  nature  an  excise  entitled  to  be 
enforced  as  such  unless  and  until  it  was  concluded  that  to  enforce  it 
would  amount  to  accomplishing  the  result  which  the  requirement  as  to 
apportionment  of  direct  taxation  was  adopted  to  prevent,  in  which  case 
the  duty  would  arise  to  disregard  form  and  consider  substance  alone  and 
hence  subject  the  tax  to  the  regulation  as  to  apportionment  which 
otherwise  as  an  excise  would  not  apply  to  it.  Nothing  could  serve  to 
make  this  clearer  than  to  recall  that  in  the  Pollock  case  in  so  far  as  the 
law  taxed  incomes  from  other  classes  of  property  than  real  estate  and 
invested  personal  property,  that  is,  income  from  'professions,  trades, 
employments,  or  vocations^  (158  U.  S.,  637),  its  validity  was  recognized; 
Indeed  it  was  expressly  declared  that  no  dispute  was  made  upon  that 
subject  and  attention  was  called  to  the  fact  that  taxes  on  such  income 
had  been  sustained  as  excise  taxes  in  the  past  (lb.,  p.  636).  The  whole 
law  was.  however,  declared  unconstitutional  on  the  ground  that  to  permit 
it  to  tnus  operate  would  relieve  real  estate  and  invested  personal 
property  from  taxation  and  'would  leave  the  burden  of  the  tax  to  be 
borne  by  professions,  trades,  employments,  or  vocations;  and  in  that 
way  what  was  intended  as  a  tax  on  capital  would  remain,  in  substance, 
a  tax  on  occupations  and  labor'  (lb.,  p.  637),  a  result  which  it  was  held 
could  not  have  been  contemplated  by  Congress. 

"This  is  the  text  of  the  amendment: 

"The  Congress  shall  have  power  to  lay  and  collect  taxes  on  incomes, 
from  whatever  source  derived,  without  apportionment  among  the  several 
States,  and  without  regard  to  any  census  or  enumeration. 

*'It  is  clear  on  the  face  of  this  text  that  it  does  not  purport  to  confer 
power  to  levy  income  taxes  in  a  generic  sense — an  authority  already 
possessed  and  never  questioned — or  to  limit  and  distinguish  between  one 
kind  of  income  taxes  and  another,  but  that  the  whole  purpose  of  the 
amendment  was  to  relieve  all  income  taxes  when  imposed  from 
apportionment  from  a  consideration  of  the  source  whence  the  income 
was  derived.  Indeed  in  the  light  of  the  history  which  we  have  given 
and  of  the  decision  in  the  Pollock  case  and  the  ground  upon  which  the 
ruling  in  that  case  was  based,  there  Is  no  escape  from  the  conclusion 
that  the  amendment  was  drawn  for  the  purpose  of  doing  away  for  the 
future  with  the  principle  upon  which  the  Pollock  case  was  decided, 
that  is,  of  determining  whether  a  tax  on  income  was  direct  not  by  a 
consideration  of  the  burden  placed  on  the  taxed  income  upon  which  it 
directly  operated,  but  by  taking  into  view  the  burden  which  resulted  on 
the  property  from  which  the  income  was  derived,  since  in  express  terms 
the  amendment  provides  that  income  taxes,  from  whatever  source  the 
income  may  be  derived,  shall  not  be  subject  to  the  regulation  of 
apportionment  From  this  in  substance  it  indisputably  arises,  first,  that 
all  the  .contentions  which  we  have  previously  noticed  concerning  the 
assumed  limitations  to  be  implied  from  the  language  of  the  amendment 
as  to  the  nature  and  character  of  the  income  taxes  which  it  authorizes 
find  no  support  in  the  text  and  are  In  irreconcilable  conflict  with  the  very 
purpose  which  the  amendment  was  adopted  to  accomplish;  second,  that 
the  contention  that  the  amendment  treats  a  tax  on  income  as  a  direct 
tax  although  it  is  relieved  from  apportionment  and  is  necessarily 
therefore  not  subject  to  the  rule  of  uniformity  as  such  rule  only  applies 
to  taxes  which  are  not  direct,  thus  destroying  the  two  great  classifications 
which  have  been  recognized  and  enforced  from  the  beginning,  is  also 
wholly  without  foundation  since  the  command  of  the  amendment  that 
all  income  taxes  shall  not  be  subject  to  apportionment  by  a  consideration 
of  the  sources  from  which  the  taxed  income  may  be  dlrived,  forbids  the 
application  to  such  taxes  of  the  rule  applied  in  the  Pollock  case  by 
which  alone  such  taxes  were  removed  from  the  great  class  of  excises, 
duties,  and  imposts  subject  to  the  rule  of  unlfermity  and  were  placed 
under  the  other  or  direct  class.  This  must  be  unless  it  can  be  said  that 
although  the  Constitution  as  a  result  of  the  amendment  in  express  terms 
excludes  the  criterion  of  source  of  income,  that  criterion  yet  remains 
for  the  purpose  of  destroying  the  classifications  of  the  Constitution  by 
taking  an  excise  out  of  the  class  to  which  it  belongs  and  transferring  it 
to  a  class  in  which  It  can  not  be  placed  consistently  with  the 
requirements  of  the  Constitution.  Indeed,  from  another  point  of  view, 
the  amendment  demonstrates  that  no  such  purpose  was  intended  and  on 
the  contrary  shows  that  it  was  drawn  with  the  object  of  maintaining 
the  limitations  of  th'^  Constitution  and  harmonlzio'^  their  operation.    We 
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say  this  because  It  Is  to  be  observed  that  althouph  from  the  date  of 
the  Hvlton  case  because  of  statements  made  In  the  opinions  In  that  case 
It  had  come  to  be  accepted  that  direct  taxes  In  the  constitutional  sense 
were  confined  to  tares  levied  directly  on  real  estate  because  of  its 
ownership,  the  amendment  contains  nothingr  renudiatlngr  or  challenfdng 
the  rnllnsr  In  the  Pollock  cnse  that  the  word  direct  had  a  broader 
slenlflcnnce  since  it  embraced  al«?o  taxes  levied  directly  on  personal 
nror>ertv  because  of  its  ownership,  pnd  therefore  the  amendment  at 
least  Imnlledly  makes  such  wider  sienlflcance  a  part  of  the  Constitution — 
a  condition  which  cle«rly  demonstrates  that  the  purpose  was  not  to 
Chan  pre  the  exlstiner  InterpretPtion  except  to  the  extent  necessary  to 
accomnlish  the  result  intended,  that  is.  the  prevention  of  the  resort  to 
the  sources  from  which  a  taxed  Income  was  derived  In  order  to  cause  a 
direct  tax  on  the  income  to  be  a  direct  tax  on  the  source  itself  and 
thereby  to  take  an  Income  tax  out  of  the  class  of  excises,  duties,  and 
imposts  and  place  It  in  the  class  of  direct  taxes. 

"We  come  then  to  ascertain  the  merits  of  the  many  contentions  made 
In  the  linrht  of  the  Constitution  as  it  now  stands,  that  Is  to  say.  includlnar 
within  its  terms  the  provisions  of  the  sixteenth  amendment  as  correctly 
Interpreted.  We  first  dlspo.se  of  two  propositions  assalllnpr  the  validity 
of  the  statute  on  the  one  hand  because  of  Its  renupnancy  to  the 
Constitution  In  other  resnects.  and  especially  because  Its  enactment  was 
not   authorized   by   the  sixteenth   amendment. 

**The  statute  was  enacted  October  3.  191 S,  and  provided  for  a  preneral 
yearly  Income  tax  from  Decem.ber  to  December  of  each  year. 
Exceptionally,  however.  It  fixed  a  first  period  embracing"  only  the  time 
from  March  1  to  December  SI,  1913.  and  this  limited  retroactivity  Is 
assailed  as  repucnant  to  the  due  process  clause  of  the  fifth  amendment 
and  as  Incon.slstent  with  the  sixteenth  amendment  Itself.  But  the  date 
of  the  retroactivity  did  not  extend  beyond  the  time  when  the  amendment 
was  operative,  and  there  can  be  no  dlsnute  that  there  was  power  by 
virtue  of  the  amendment  during:  that  period  to  levy  the  tax,  without 
apportionment,  and  so  far  ns  the  limitations  of  the  Constitution  In  other 
respects  are  concerned,  the  contention  Is  not  open,  since  In  Stockdale  v. 
Insurance  Cos.  (20  Wall.  323.  331).  in  su-stalnlncr  a  provision  In  a  prior 
Income  tax  law  which  was  assailed  because  of  Its  retroactive  character, 
It  was  said: 

"The  rlpht  of  Conerress  to  have  Imposed  this  tax  by  a  new  statute, 
althoueh  the  measure  of  It  was  grovemed  by  the  Income  of  the  past  year, 
can  not  be  doubted:  much  less  can  It  be  doubted  that  It  could  Impose 
such  a  tax  on  the  income  of  the  current  year,  thoucrh  part  of  that  year 
had  *»lapsed  when  thp  statute  was  passed.  The  Joint  resolution  of  July 
4.  1864,  Imposed  a  tax  of  5  per  cent  upon  all  Income  of  the  previous 
year,  althouph  one  tax  on  it  had  already  been  paid,  and  no  one  doubted 
the  validity  of  the  tax  or  attempted  to  resist  it. 

"The  statute  provides  that  the  tax  should  not  apply  to  enumerated 
organizations  or  corporations,  such  as  labor,  ainrlcultural  or  horticultural 
organizations,  mutual  savlngrs  banks,  etc.,  and  the  argument  Is  that  as 
the  amendment  authorized  a  tax  on  Incomes  'from  whatever  source 
derived,*  by  Implication  It  excluded  the  power  to  make  these  exemptions. 
But  this  Is  only  a  form  of  expressing  the  erroneous  contention  as  to  the 
meaning  of  the  amendment,  which  we  have  already  disposed  of.  And 
so  far  as  this  alleged  Illegality  Is  based  on  other  provisions  of  the 
Constitution,  the  contention  Is  also  not  onen,  since  It  was  expressly 
considered  and  disposed  of  In  Flint  v.  Stone  Tracy  Co.  (220  U.  S., 
108.  173). 

"Without  expressly  stating  all  the  other  contentions,  we  summarize 
them  to  a  degrree  adequate  to  enable  us  to  typify  and  dispose  of  all  of 
them. 

"1.  The  statute  levies  one  tax  called  a  normal  tax  on  all  incomes  of 
Individuals  up  to  $20,000  and  from  that  amount  up  by  gradations,  a 
progressively  Increasing  tax  called  an  additional  tax.  Is  Imposed.  No 
tax,  however,  Is  levied  upon  Incomes  of  unmarried  Individuals  amounting 
to  $8,000  or  less,  nor  upon  Incomes  of  married  persons  amounting  to 
$4,000  or  less.  The  progressive  tax  and  the  exempted  amounts,  it  is  said, 
are  based  on  wealth  alone,  and  the  tax  is  therefore  repugnant  to  the 
due  process  clause  of  the  fifth  amendment. 

"2.  The  act  provides  for  collecting  the  tax  at  the  source;  that  is, 
makes  It  the  duty  of  corporations,  etc.,  to  retain  and  pay  the  sum  of  the 
tax  on  Interest  due  on  bonds  and  mortgages,  unless  the  owner  to  whom 
the  Interest  Is  payable  gives  a  notice  that  he  claims  an  exemption.  This 
duty  cast  upon  corporations,  because  of  the  cost  to  which  they  are 
subjected.  Is  asserted  to  be  repugnant  to  due  process  of  law  as  a  taking 
of  their  property  without  compensation,  and  we  recapitulate  various 
contentions    as    to    discrimination    against    corporations    and    against 
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Individuals  predicated  on  provisions  of  the  act  dealing  with  the  subject: 

"(a)  Corporations  indebted  upon  coui>on  and  registered  bonds  are 
discriminated  against,  since  cori>orations  not  so  indebted  are  relieved  of 
any  labor  or  expense  involved  in  deducting  and  paying  the  taxes  of 
individuals  on  the  income  derived  from  bonds. 

"(b)  Of  the  class  of  corporations  indebted  as  above  stated,  the  law 
further  discriminates  against  those  which  have  assumed  the  payment 
of  taxes  on  their  bonds,  since  although  some  or  all  of  their  bondhoidedrs 
may  be  exempt  from  taxation,  the  corporations  have  no  means  of 
ascertaining  such  fact,  and  it  would  therefore  result  that  taxes  would 
often  be  paid  by  such  corporations  when  no  taxes  were  owing  by  the 
Individuals  to  the  Oovemment  ^ 

"(c)  The  law  discriminates  against  owners  of  corporate  bonds  in  favor 
of  individuals  none  of  whose  Income  is  derived  from  such  property,  since 
bondholders  are,  during  the  interval  between  the  deducting  and  the 
paying  of  the  tax  on  their  bonds,  deprived  of  the  use  of  the  money  so 
withheld. 

"(d)  Again  corporate  bondholders  are  discriminated  against  because 
the  law  does  not  release  them  zrom  payment  of  taxes  on  their  bonds 
even  after  the  taxes  have  been  deducted  by  the  corporation,  and  therefore 
if  after  deduction  the  corporation  should  fail,  t^e  bondholders  would  be 
compelled  to  pay  the  tax  a  second  time. 

"(e)  Owners  of  bonds  the  taxes  on  which  have  been  assumed  by  the 
corporation  are  discriminated  against  because  the  payment  of  the  taxes 
by  the  corporation  does  not  relieve  the  bondholders  of  their  duty  to 
include  the  income  from  such  bonds  in  making  a  return  of  all  income, 
the  result  being  a  double  payment  of  the  taxes,  labor,  and  expense  in 
applying  for  a  refund,  and  a  deprivation  of  the  use  of  the  sum  of  the 
taxes  during  the  interval  which  elapses  before  they  are  refunded. 

"8.  The  provision  limiting  the  amount  of  Interest  paid  which  may  be 
deducted  from  gross  income  of  corporations  for  the  purpose  of  fixing  the 
taxable  income  to  interest  on  Indebtedness  not  exceeding  one-half  the 
sum  of  bonded  indebtedness  and  paid-up  c|ipital  stock,  is  also  charged  to 
be  wanting  In  due  process  because  discriminating  between  different  classes 
of  corporations  and  individuals. 

"4.  It  is  urged  that  want  of  due  process  results  from  the  provision 
allowing  individuals  to  deduct  from  their  gross  income  dividends  paid 
them  by  corporations  whose  incomes  are  taxed  and  not  giving  such  right 
of  deduction  to  corporations. 

"6.  Want  of  due  process  is  also  asserted  to  result  from  the  fact  that 
the  act  allows  a  deduction  of  |3,000  or  14.000  to  those  who  pay  the 
normal  tax,  that  is,  whose  incomes  are  120,000  or  less,  and  does  not  allow 
the  deduction  to  those  whose  incomes  are  greater  than  |20,000;  that  Is, 
such  persons  are  not  allowed  for  the  purpose  of  the  additional  or 
progressive  tax  a  second  right  to  deduct  the  |S,000  or  |4,000  which 
they  have  already  enjoyed.  And  a  further  violation  of  due  process 
is  based  on  the  fact  that  for  the  purpose  of  the  additional  tax  no  second 
right  to  deduct  dividends  received  from  corporations  is  permitted. 

^'6.  In  various  forms  of  statement,  want  of  due  process,  it  is  moreover 
Insisted,  arises  from  the  provisions  of  the  act  allowing  a  deduction  for 
the  purpose  of  ascertaining  the  taxable  income  of  stated  amounts  on  the 
ground  that  the  provisions  discriminate  between  married  and  single 
people  and  discriminate  between  husbands  and  wives  who  are  living 
together  and  those  who  are  not 

^*7.  Discrimination  and  want  of  due  process  results,  it  Is  said,  from 
the  fact  that  the  owners  of  houses  in  which  they  live  are  not  compelled 
to  estimate  the  rental  value  in  making  up  their  incomes,  while  those  who 
are  living  in  rented  houses  and  pay  rent  are  not  allowed.  In  making  up 
their  taxable  income,  to  deduct  rent  which  they  have  paid,  and  that  want 
of  due  process  also  results  from  the  fact  that  although  family  expenses 
are  not  as  a  rule  permitted  to  be  deducted  from  gross,  to  arrive  at 
taxable  income,  farmers  are  permitted  to  omit  from  their  income  return 
certain  products  of  the  larm  which  are  susceptible  of  use  by  them  for 
sustaining  their  families  during  the  year. 

"So  far  as  these  numerous  and  noJnute,  not  to  say  In  many  respects 
hypercritical,  contentions  are  based  upon  an  assumed  violation  of  the 
uniformity  clause,  their  want  of  legal  merit  is  at  onoe  apparent,  since  it 
is  settled  that  that  clause  exacts  omly  a  geographical  uniformity  and 
there  is  not  a  semblance  of  frovnd  in  any  of  the  propositions  for 
assuming  that  a  violation  or  such  nnlformlty  is  complained  of. 
Knowlton  v.  Moore  (178  U.  S..  41):  Pattern  v.  Brady  (184  U.  S..  «08.  821); 
yjl^^J^  .P^^'Xt  l^^^t^  ^'  <^20  U.  S.,  107,  188);  Billings  v.  United  States 
(882  U.  8.,  808,  822). 

"So  far  as  the  due  process  clause  of  the  fifth  amendment  Is  relied  upon, 
it  suffices  to  sav  that  there  is  no  kasls  for  suoh  reliance  since  it  Is 
equally  well  settled  that  such  clause  Is  not  a  limitation  upon  the  taxing 
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power  conferred  upon  Congrress  by  the  Constitution;  in  other  words,  that 
the  Constitution  does  not  conflict  with  Itself  by  oonferrlng  upon  the  one 
hand  a  taxing  power  and  taking  the  same  power  away  on  the  other 
by  the  limitations  of  the  due  process  clause.  Treat  y.  white  (181  U.  6., 
264);  Patton  v.  Brady  (184  U.  S.  608);  McCray  v.  United  States  (1»S 
U.  S.,  27,  61);  Flint  v.  Stone  Tracy  Co.  supra;  Billings  v.  United  States 
(232  U.  S.,  261,  282).  And  no  change  in  the  situation  here  would  arise 
even  if  it  be  conceded,  as  we  think  it  must  be,  that  this  doctrine  would 
have  no  application  in  a  case  where  although  there  was  a  seeming 
exercise  of  the  taxing  power,  the  act  complained  of  was  so  arbitrary  as 
to  constrain  to  the  conclusion  that  It  was  not  the  exertion  of  taxation 
but  a  confiscation  of  property;  that  is,  a  taking  of  the  same  in  violation 
of  the  flfth  amendment,  or,  what  is  equivalent  thereto,  was  so  wanting 
in  basis  for  classification  as  to  produce  such  a  gross  and  patent 
inequality  as  to  inevitably  lead  to  the  same  conclusion.  We  say  this 
because  none  of  the  propositions  relied  upon  in  the  remotest  degree 
present  such  questions.  It  is  true  that  it  is  elaborately  insisted  that 
although  there  be  no  express  constitutional  provision  prohibiting  it,  the 
progressive  feature  of  the  tax  causes  it  to  transcend  the  conception  of 
all  taxation  and  to  be  a  mere  arbitrary  abuse  of  power  which  must  be 
treated  as  wanting  in  due  process.  But  the  proposition  disregards  the 
fact  that  in  the  very  early  history  of  the  Government  a  progressive  tax 
was  impossed  by  Congress  and  that  such  authority  was  exerted  in  some 
if  not  all  of  the  various  income  taxes  enacted  prior  to  1894  to  which 
we  have  previously  adverted.  And  over  and  above  all  this  the  contention 
but  disregards  the  further  fact  that  its  absolute  want  of  foundation  in 
reason  was  plainly  pointed  out  in  Knowlton  v.  Moore,  supra,  and  the 
right  to  urge  It  was  necessarily  foreclosed  by  the  ruling  in  that  case 
made.  In  this  situation  it  is  of  course  superfluous  to  say  that  arguments 
as  to  the  expediency  of  levying  such  taxes  or  of  the  economic  mistake  or 
wrong  involved  in  their  imposition  are  beyond  Judicial  cognizance. 
Besides  this  demonstration  of  the  w^ant  of  merit  in  the  contention  based 
upon  the  progressive  feature  of  the  tax,  the  error  in  the  others  is 
equally  well  established  either  by  prior  decisions  or  by  the  adequate 
bases  for  classification  which  are  apparent  on  the  face  of  the  assailed 
provisions;  that  is,  the  distinction  between  individuals  and  corporations, 
the  difference  between  various  kinds  of  corporations,  etc.  Knowlton  v. 
Moore,  supra;  Flint  v.  Stone  Tracy  Co.,  supra;  Billings  v.  United  States, 
supra;  National  Bank  v.  Commonwealth  (9  Wall.,  353);  National  Safe 
Deposit  Co.  v.  Illinois  (232  U.  S.,  58,  70).  In  fact,  comprehensively 
surveying  all  the  contentions  relied  upon,  aside  from  the  erroneous 
construction  of  the  amendment  which  we  have  previously  disposed  of,  we 
can  not  escape  the  conclusion  that  they  all  rest  upon  the  mistaken 
theory  that  although  there  be  diCTerences  between  the  subjects  taxed, 
to  dinerently  tax  them  transcends  the  limit  of  taxation  and  amounts  to 
a  want  of  due  process,  and  that  where  a  tax  levied  is  believed  by  one 
who  resists  its  enforcement  to  be  wanting  in  wisdom  and  to  operate 
injustice,  from  that  fact  in  the  nature  of  things  there  arises  a  want  of 
due  process  of  law  and  a  resulting  authority  In  the  Judiciary  to  exceed 
its  powers  and  correct  what  is  assumed  to  be  mistaken  or  unwise 
exertions  by  the  legislative  authority  of  its  lawful  powers,  even  although 
there  be  no  semblance  of  warrant  in  the  Constitution  for  so  doing. 

**We  have  not  referred  to  a  contention  that  because  certain 
administrative  powers  to  enforce  the  act  were  conferred  by  the  statute 
upon  the  Secretary  of  the  Treasury,  therefore  it  was  void  as 
unwarrantedly  delegating  legislative  authority,  because  we  think  to  state 
the  proposition  is  to  answer  it.  Field  v.  Clark  (143  U.  S.,  649);  Buttfleld 
V.  Stranahan  (192  U.  S.  470,  496);  Oceanic  Steam  Navigation  Co.  v.  Strana- 
han  (214  U.  S.  820)." 
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APPENDIX  A 

Revenue  Act  of  1918 

Income  and  Profits  Tax  Provisions 

[Public — ^No.  254 — «5th  Congress.] 
[H.   R.   12863.] 

An  Act  to  provide  revenue,  and  for  other  purposes. 

Be  it  enacted  by  the  Senate  and  House  of  Represent- 
atives of  the  United  States  of  America  in  Congress 
assembled, 

TITLB  L— GENERAL  DEFINITIONa 

SECTION  1.    That  when  used  in  this  Act^ 

The  term   "person**   includes   partnerships   and  cor-  'Person" 
porations  as  well  as  Indiyiduals; 

The  term  "corporation**  includes  associations*  joint-  'Xk>rporation" 
stock  companies,  and  insurance  oompanlM; 

The  term  "domestic**  when  applied  to  a  corporation  or  "Domestic** 
partnership  means  created  or  orgranized  in  the  United 
States; 

The  term   "foreign**  when  applied  to  a  corporation  IToraign" 
or  partnership  means  created  or  organized  outside  the 
United  States; 

The  term  "United  States**  when  used  in  a  seosraphi-  ''United  States" 
cal  sense  includes  only  the  States,  the  Territories  of 
Alaska  and  Hawaii,  and  the  District  of  Columbia; 

The   term   "Secretary"   means   the   Secretary  of   the  "Secretary" 
Treasury; 

The  term  "Commissioner**  means  the  Commissionar  "Commissioner^ 
of  Internal  Revenue; 

The    term    "collector"    means    collector    of    internal  ••Collector*' 
revenue; 

The  term  "Revenue  Act  of  1916**  means  the  Act  en-  "Revenue  Act 
titled  "An  Act  to  increase  the  revenue,  and  for  other     of  1916" 
purposes,"  approved  September  8,  1916; 

The  term  "Revenue  Act  of  1917"  means  the  Act  en-  "Revenue  Act 
titled  "An  Act  to  provide  revenue  to  defray  war  ex-     of  1917" 
penses,  and  for  other  purposes,"  approved  October  t, 
1917; 

The  term  "taxpayer"  includes  any  person,  trust  or  •TPaxpayer" 
estate  subject  to  a  tax  imposed  by  this  Act; 

The  term  ••Oovemment  contract'*  means  (a)  a  oon-  "Oovemment 
tract  made  with  the  United  States,  or  with  any  depart-  Contract*' 
ment,  bureau,  officer,  commission,  board,  or  agency,  un- 
der the  Upited  States  and  acting  in  its  behalf,  or  with 
any  agency  controlled  by  any  of  the  above  if  the  con- 
tract is  for  the  benefit  of  the  United  States,  or  (b)  a  sub- 
contract made  with  a  contractor  performing  such  a  con- 
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>x8 
'/oducts  or  servloes  to  be  furnished  under 
^tract  are  for  the  benefit  of  the  United  States. 
^.orm    "Oovemment    contract    or    contracts    made 
vween   April   6.   1917,   and   November   11,   1918,   both 
•    dates   inclusive"    when   applied   to   a   contract   of   the 
kind  referred  to  in  clause   (a)  of  this  paragrai*h,  in- 
cludes all  such  contracts  which,  although  entered  into 
during   such    period,    were   originally   not   enforceable, 
but  which  have  been  or  may  become  enforceable  by 
reason  of  subsequent  validation  in  pursuance  of  law; 
'IfiUtary  or  The  term   "military  or  naval   forces   of  the   United 

Naval  Forces  States'*  includes  the  Marine  Corps,  the  Coast  Ouard, 
of  the  United  the  Army  Nurse  Corps,  Female,  and  the  Navy  Nurse 
States^  Corps,  Female,  but  this  shall  not  be  deemed  to  exclude 

other  units  otherwise  included  within  such  term; 
"Present  Wsr^       The  term  ''present  war"  means  the  war  in  which  the 
United  States  is  now  engaged  against  the  German  Gov- 
ernment. 

For  the  purposes  of  this  Act  the  date  of  the  termina- 
tion of  the  present  war  shall  be  fixed  by  proclama- 
tion of  the  President. 


TITLE  n.— mCOMB  TAX. 
VABT  L— OBVBSA&  FmoirxBXosrs. 


"Taxable 


"Fiscal  Tear" 


"Fiduciary" 


*«Wlthholding 
Agent" 

"Personal 
Service 
Corporation" 


SUSCTION  200.     That  when  used  in  this  title-- 

The  term  "taxable  year"  means  the  calendar  year, 
or  the  fiscal  year  ending  during  such  calendar  year, 
upon  the  basis  of  which  the  net  income  Is  computed 
under  section  212  or  section  282. 

The  term  "fiscal  year"  means  an  accounting  period 
of  twelve  months  ending  on  the  last  day  of  any  month 
other  than  December.  The  first  taxable  year,  to  be 
called  the  taxable  year  1918,  shall  be  the  calendar  year 
1918  or  any  fiscal  year  ending  during  the  calendar  year 
1918; 

The  term  "fiduciary"  means  a  guardian,  trustee,  ex- 
ecutor, administrator,  receiver,  conservator,  or  any 
person  acting  in  any  fiduciary  capacity  for  any  per- 
son, trust  or  estate; 

The  term  "withholding  agent"  means  any  person  re- 
quired to  deduct  and  withhold  any  tax  under  the  pro- 
visions of  sect|on  221  or  section  287; 

The  term  "personal  service  corporation"  means  a 
corporation  whose  income  is  to  be  ascribed  primarily 
to  the  activities  of  the  principal  owners  or  stockhold- 
ers who  are  themselves  regularly  engaged  in  the  active 
conduct  of  the  affairs  of  the  corporation  aifd  in  which 
capital  (whether  invested  or  borrowed)  is  not  a  mate- 
rial income-producing  factor;  but  does  not  include  any 
foreign  corporation,  nor  any  corporation  60  per  centum 
or  more  of  whose  gross  inoome  consists  either  (1)  of 
gains,  profits,  or  income  derived  from  trading  as  a 
principal,    or    (2)    of    gains,    profits,    commissions,    or 
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other  income,  derived  from  a  Qoyemment  contraot  or 
oontraotfl  made  between  April  6,  1917,  and  Noyember  11, 
1918,  both  dates  inclusive; 

The  term  "Jtaid,*'  for  the  purpose*  of  the  dedu<Hlons  ''Paid," 
and  credits  under  this  title,  means  '*pald  or  aoorued"      "Paid  or 
or  "paid  or  Incurred."  and  the  terms  "paid  or  Incurred"      Accrued,** 
and  "paid  or  accrued"  shall  be  construed  according  to      'Taid  or 
the  method  of  accounting  upon  the  basis  of  which  the     Incurred" 
net  income  is  computed  under  SectioiT  212. 


DtTldends. 

SECTION  201.  (a)  That  the  term  "dividend"  when  "Dividends" 
used  in  this  title  (except  in  paragraph  (10)  of  subdivi- 
sion (a)  of  Section  224)  means  (1)  any  distribution 
made  by  a  corporation,  other  than  a  personal  serv- 
ice corporation,  to  its  shareholders  or  members, 
whether  in  cash  or  in  other  property  or  In  stock 
of  the  corporation,  out  of  its  earning  or  profits 
accumulated  since  February  28,  1918,  or  (2)  any  such 
distribution  made  by  a  personal  service  corporation 
out  of  its  earnings  or  profits  accumulated  since  Feb- 
ruary 28,  1918,  and  prior  to  January  1,  1918. 

(b)  Any  distribution  shall  be  deemed  to  have  been 
made*  from  earnings  or  profits  unless  all  earnings  and 

profits  have   first  been   distributed.     Any   distribution  Presumption 
made  in  the  year  1918  or  any  year  thereafter  shall  be      as  to 
.  deemed  to  have  been   made  from  earnings  or  profits     Distribution 
accumulated  since  February  28,  1918,  or,  in  the  .case  of 
a  personal  service  corporation,  from  the  most  recently 
accumulated  earnings  or  profits;  but  any  earnings  or 
profits  accumulated  prior  to  March  1.  1918,  may  be  dis- 
tributed in  stock  dividends  or  otherwise,  exempt  from 
the   tax,   after   the   earnings   and   profits   accumulated 
since  February  28.  1918,  have  been  distributed. 

(c)  A  dividend  paid  in  stodc  of  the  corporation  shall  Stock  and 
be  considered  Income  to  the  amount  of  the  earnings     Liquidation 
or  profits  distributed.    Amounts  distributed  in  the  liq-      Dividends 
nidation  of  a  corporation  shall  be  treated  as  payments 

in  exchange  for  stock  or  shares,  and  any  craln  or  profit 
realised  thereby  shall  be  taxed  to  the  distributee  as 
other  gains  or  profits. 

(d)  If  any  stock  dividend  (1)  is  received  by  a  tax- 
payer between  January  1  and  November  1,  1918,  both 
dates  inclusive,  or  (2)  is  during  such  period  bona  fide 
authorised  or  declared,  and  entered  on  the  books  of  the 
corporation,  and  is  received  by  a  taxpayer  after  No- 
vember 1,  1918,  and  before  the  expiration  of  thirty 
days  after  the  passage  of  this  Act,  then  such  dividend 
shall,  in  the  manner  provided  in  Section  206,  be  taxed  to 
the  recipient  at  the  rates  prescribed  by  law  for  the  years 
in  which  the  corporation  accumulated  the  earnings  or 
profits  from  which  such  dividend  was  paid,  but  the 
dividend  shall  be  deemed  to  have  been  paid  from  the 
most  recently  accumulated  earnings  or  profits. 

(e)  Any  distribution  made  during  the  first  sixty  days  Allocation  of 
of  any  taxable  year  shall  be  deemed  to  have  been  made     Dividends 
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from  6aminff8  or  profits  aooumulated  darlns  preoeAlnv 
taxable  years;  but  any  distribution  made  dnrlnff  the 
remainder  of  the  taxable  ysar  shall  be  deemed  to  haye 
been  made  from  earnings  or  profits  aocumulated  be- 
tween the  close  of  the  preceding  taxable  year  and  the 
date  of  distribution*  to  the  extent  of  such  earning  or 
profits,  and  if  the  books  of  the  corporation  do  not  show 
the  amount  of  such  earnings  or  profits,  the  eamtnts  or 
profits  for  the  aooountlng  period  within  whl^  the  dis- 
tribution was  made  shall  be  deemed  to  have  been  ao- 
cumulated ratably  during  such  period. 

BasSfl  for  Petermlnlng  ChUa  or  Zioss. 

Gains  or  Iioss         SECTION  202.     (a)   That  for  the  purpose  of  ascer- 
on  Sale  talnlng  the  gain   derived 'or  loss  sustained  from  the 

sale  or  other  disposition  of  property,  real,  persbnal,  or 
mixed,  the  basis  shall  be— 

(1)  In  the  case  of  property  -  acquired  before  March 
1,  1918,  the  fair  market  price  or  yalue  of  such  property 
as  of  that  date;  and 

(2)  In  the  case  of  property  acquired  on  or  after  that 
date,  (a)  the  cost  thereof;  or  (b)  the  Inventory  value.  If 
the  Inventory  Is  made  In  accordance  with  section  208. 

Exchange  of  (b)  When  property  is  exchanged  for  other  property. 

Property  the  property  received  in  exchange  shall  for  the  pur- 

pose of  determining  gain   or  loss  be   treated  as   the 
equivalent  of  cash  to  the  amount  of  Its  fair  market 
Reorganisation,  value.  If  any;  but  when  in  connection  with  the  reor- 
Merger   or       ganisation,  merger,  or  consolidation  of  a  corporation  a 
Consolidation  person  receives  in  place  of  stock  or  securities  owned 
by  him  new  stock  or  securities  of  no  greater  aggre- 
gate par  or  face  value,  no  gain  or  loss  shall  be  deemed 
to  occur  from  the  exchange,  and  the  new  stock  or  se- 
curities received  shall  be  treated  as  taking  the  place 
of  the  stock,  securities,  or  property  exchanged. 

When  in  the  case  of  any  such  reorganisation,  merger 
or  oonsolldatlon  the  aggregate  par  or  face  value  of  the 
new  stock  or  securities  received  is  in  excess  of  the  ag- 
gregate par  or  face  value  of  the  stock  or  securities 
exchanged,  a  like  amount  In  par  or  face  value  of  the 
new  stock  or  securities  received  shall  be  treated  as  tak* 
Ing  the  place  of  the  stock  or  securities  exchanged,  and 
the  amount  of  the  excess  in  par  or  face  value  shall  be 
treated  as  a  gain  to  the  extent  that  the  fair  market 
value  of  the  new  stock  or  securities  is  greater  than  the 
cost  (or  if  acquired  prior  to  March  1,  191t,  the  fair 
market  value  as  of  that  date)  of  the  stock  or  securities 
exchanged. 

iBTSBtorles. 

Inventories  SECTION  208.    That  whenever  in  the  opinion  of  the 

Commissioner  the  use  of  inventories  Is  necessary  in 
order  clearly  to  determine  the  income  of  any  taxpayer, 
inventories  shall  be  taken  by  such  taxpayer  upon  such 
basis  as  the  Commissioner,  with  the  approval  of  the 
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Secretary,  may  prescribe  aa  conforming  as  nearly  as 
may  be  to  the  best  aocountinff  practice  In  the  trade  or 
business  and  as  most  clearly  reflecting  the  income. 

Vet  Zk>sses. 

SECTION  204.  (a)  That  as  used  in  this  secUon  the  '^iM  Ix>sses~ 
term  "net  loss"  refers  only  to  net  losses  resulting  from 
either  (1)  the  operation  of  any  business  regularly  car- 
ried on  by  the  taxpayer,  or  (2)  the  bona  fide  sale  by 
the  taxpayer  of  plant,  buildings,  machinery,  equipment 
or  other  facilities,  constructed,  installed  or  acquired  by 
the  taxpayer  on  or  after  April  6,  1917,  for  the  produc- 
tion of  articles  contributing  to  the  prosecution  of  the 
present  war;  and  when  so  resulting  means  the  excess 
of  the  deductions  allowed  by  law  (excluding  in  the 
case  of  corporations  amounts  allowed  as  a  deduction 
under  paragraph  (6)  of  subdivision  (a)  of  section  284) 
over  the  sum  of  the  gross  income  plus  any  interest 
received  free  from  taxation  both  under  this  title  and 
under  Title  IIL 

(b)  If  for  any  taxable  year  beginning  after  October  Readjustment 
21,  1918,  and  ending  prior  to  Jantiary  1,  1920,  it  appears     of  Losses 
upon   the   production  of   evidence   satisfactory   to   the 
Commissioner  that  any  taxpayer  has  sustained  a  net 

loss,  the  amount  of  such  net  loss  shall  under  regula- 
tions prescribed  by  the  Commissioner  with  the  approval 
of  the  Secretary  be  deducted  from  the  net  income  of 
the  taxpayer  for  the  preceding  taxable  year;  and  the 
taxes  imposed  by  this  title  and  by  Title  III  for  such 
preceding  taxable  year  shall  be  redetermined  accord- 
ingly. Any  amount  found  to  be  due  to  the  taxpayer 
upon  the  basis  of  such  redetermination  shall  be  credited 
or  refunded  to  the  taxpayer  in  accordance  with  the 
provisions  of  section  262.  If  such  net  loss  is  in  excess 
of  the  net  income  for  such  preceding  taxable  year,  the 
amount  of  such  excess  shall  under  regulations  pre- 
scribed by  the  Commissioner  with  the  approval  of  the 
Secretary  be  allowed  as  a  deduction  in  computing  the 
net  income  for  the  succeeding  taxable  year. 

(c)  The  benefit  of  this  section  shall  be  allowed  to  the  Benefits 
members  of  a  partnership  and  the  beneficiaries  of  an      Allowed 
estate   or   trust   under   regulations    prescribed    by    thi»      Pamerships 
Commissioner  with  the  approval  of  the  Secretary.  and  Estates 

Plscal  Year  With  Different  Bates. 

SECTION  206.  (a)  That  If  a  taxpayer  makes  return  Fiscal  Tear 
for  a  fiscal  year  beginning  in  1917  and  ending  in  1918,  1917-18 
his  tax  under  this  title  for  the  first  taxable  year  shall 
be  the  sum  of:  (1)  The  same  proportion  of  a  tax  for 
the  entire  period  computed  under  Title  I  of  the  Revenue 
Act  of  1918  as  amended  by  the  Revenue  Act  of  1917  and 
under  Title  I  of  the  Revenue  Act  of  1917,  which  the 
portion  of  such  period  falling  within  the  calendar  year 
1917  is  of  the  entire  period,  and  (2)  the  same  propor- 
tion of  a  tax  for  the  entire  period  computed  under  this 
title  at  the  rates  for  the  calendar  year  1918  which  the 
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portion  of  such  period  falling  within  the  calendar  yttiT 
191t  la  of  the  entire  period:  Provided,  That  In  the  case 
of  a  personal  servloe  corporation  the  amount  to  be  paid 
■hall  be  only  that  apedfled  In  clause  (1). 

Any  amount  heretofore  or  hereafter  paid  on  account 
of  the  tax  Imposed  for  such  fiscal  year  by  Title  I  of  the 
Reyenue  Act  of  1916  as  amended  by  the  Revenue  Act 
of  1917,  and  by  TlUe  I  of  the  Revenue  Act  of  1917. 
shall  be  credited  towards  the  payment  of  the  tax  Im- 
posed for  such  fiscal  year  by  this  Act,  and  If  the  amount 
so  paid  exceeds  the  amount  of  such  tax  Imposed  by  this 
Act,  or.  In  the  case  of  a  personal  service  corporation, 
the  amount  specified  In  clause  (1),  the  excess  shall  oe 
credited  or  refunded  In  accordance  with  the  provi- 
sions of  section  252. 

Fiscal  Tear  (b)  If  a  taxpayer  makes  a  return  for  a  fiscal  year 

1918-19  beginning  in  191t  and  ending  in  1919,  the  tax  under 

this  title  for  such  fiscal  year  shall  be  the  sum  of:  (1> 
the  same  proportion  of  a  tax  for  the  entire  period  com- 
puted under  this  title  at  the  rates  specified  for  the 
calendar  year  1918  which  the  portion  of  such  period 
falling  within  the  calendar  year  1918  is  of  the  entire 
period,  and  (2)  the  same  proportion  of  a  tax  for  the 
entire  period  computed  under  this  title  at  the  rates 
•pedfied  for  the  calendar  year  1919  which  the  portion 
of  such  period  falling  within  the  calendar  year  1919  .s 
9f  the  entire  period. 

Partnerships  (c)  If  a  fiscal  year  of  a  partnership  begins  In  1917 

Fiscal  Year  and  ends  in  1918  or  begins  in  1918  and  ends  In  1919, 
then  notwithstanding  the  provisions  of  subdivision  (b) 
of  section  218,  (1)  the  rates  for  the  calendar  year  dur- 
ing which  such  fiscal  year  begins  shall  apply  to  an 
amount  of  each  partner's  share  of  such  partnership 
net  Income  (determined  under  the  law'  applicable  to 
such  year)  equal  to  the  proportion  which  the  part  of 
such  fiscal  year  falling  within  such  calendar  year 
bears  to  the  full  fiscal  year,  and  (2)  the  rates  for  the 
calendar  year  during  which  such  fiscal  year  ends  shall 
apply  to  an  amount  of  each  partner's  share  of  such 
partnership  net  Income  (determined  under  the  law  ap- 
plicable to  such  calendar  year)  equal  to  the  propor- 
tion which  the  part  of  such  fiscal  year  falling  within 
such  calendar  year  bears  to  the  full  fiscal  year:  Pro- 
vided, That  in  the  case  of  a  personal  service  corporation 
with  respect  to  a  fiscal  year  beginning  In  1917  and  end- 
ing In  1918,  the  amount  specified  in  clause  (1)  shall 
not  be  subject  to  normal  tax. 


Income  Subject  Parts  of  Xnoome  Bnbject  to  Bates  for  Different  Tears, 
to  Rates  for 

DUferent  SEX3TION  206.    That  whenever  parts  of  a  taxpayer's 

Tears  income  are  subject  to  rates  for  different  calendar  years, 

the  part  subject  to  the  rates  for  the  most  recent  cal- 
endar year  shall  be  placed  in  the  lower  brackets  of 
the  rate  schedule  provided  in  this  title,  the  part  sub- 
ject to  the  rates  for  the  next  preceding  calendar  year 
shall  be  placed  In  the  next  higher  brackets  of  the  rate 
schedule  applicable  to  that  year,  and  so  on  until  the 
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entire  net  Income  haa  been  accounted  for.  In  determin- 
ing' the  income,  any  deductions,  exemptions  or  credits 
at  a  kind  not  plainly  and  properly  chargeable  against 
the  income  taxable  at  rates  for  a  preceding  year  shall 
first  be  applied  against  the  Income  subject  to  rates  for 
the  most  recent  calendar  year;  but  any  balance  thereof 
shall  be  applied  against  the  income  subject  to  the  rates 
of  the  next  preceding  year  or  years  until  fully  allowed. 


OF    1918 


PABT  XL— nn>ZTZBUA&8. 

VoxmMl  Tax. 

SECTION  210.     That,  in  lieu  of  the  taxes  imposed  by  XndtTiavala 
subdivision  (a)  of  section  1  of  the  Revenue  Act  of  1916      Normal  Tax 
and  by  section  1  of  the  Revenue  Act  of  1917,  there  shall     Year  191t 
be  levied,  collected,  and  paid  for  each  taxable  year  upon 
the  net  income  of  every  individual  a  normal  tax,  at  the 
following  rates: 

(a)  For  the  calendar  year  1918,  12  per  centum  of  the 
amount  of  the  net  income  in  excess  of  the  credits  pro- 
vided in  section  216:  Provided,  That  in  the  case  of  a 
citizen  or  resident  of  the  United  States  the  rate  upon 
the  first  14,000  of  such  excess  amount  shall  be  6  per 
centum; 

(b)  For  each  calendar  year  thereafter.  8  per  centum  Year  1919  ani 
of  the  amount  of  the  net  income  In  excess  of  the  credits      Thereafter 
provided  in  section  216:  Provided,  That  in  the  case  of 

a  citizen  or  resident  of  the  United  States  the  rate  upon 
the  first  14,000  of  such  excess  amount  shall  be  4  per 
centum. 

■nrtaz. 


SECTION  211.  (a)  That,  in  Ueu  of  the  taxes  im- 
posed by  subdivison  {.b)  of  section  1  of  the  Revenue 
Act  of  1916  and  by  section  2  of  the  Revenue  Act  of 
1917,  but  in  addition  to  the  normal  tax  imi>osed  by  aeo^ 
tion  210  of  this  Act,  there  shall  be  levied,  collected,  and 
paid  for  each  taxable  year  upon  the  net  income  of  every 
Individual,  a  surtax  equal  to  the  sum  of  the  following: 

1  per  centum  of  the  amount  by  which  the  net  in- 
come exceeds  |5,000  and  does  not  exceed  |6,000; 

2  per  centum  of  the  amount  by  which  the  net  income 
exceeds  |6,000  and  does  not  exceed  |8,000; 

5  per  centum  of  the  amount  by  which  the  net  income 
exceeds  |8,000  and  does  not  exceed  |10,000; 

4  per  centum  of  the  amount  by  which  the  net  income 
exceeds  110,000  and  does  not  exceed  |12,000; 

6  per  centum  of  the  amount  by  which  the  net  income 
exceeds  112,000  and  does  not  exceed  |14,000; 

6  per  centum  of  the  amount  by  which  the  net  income 
exceeds  |14,000  and  does  not  exceed  116,000; 

7  per  centum  of  the  amount  by  which  the  net  income 
exceeds  116,000  and  does  not  exceed  |18,000; 

8  per  centum  of  the  amount  by  which  the  net  income 
exceeds  $18,000  and  does  not  exceed  $20,000; 
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9  per  centum  of  the  amount  by  which  the  net  Income 
exceeds  120,000  and  does  not  exceed  |2S,000; 

10  per  centum  of  the  amount  by  which  the  net  Income 
exceeds  $22,000  and  does  not  exceed  $24,000; 

11  per  centum  of  the  amount  by  which  the  net  Income 
exceeds  $24,000  and  does  not  exceed  $26,000; 

12  per  centum  of  the  amount  by  which  the  net  income 
exceeds  $26,000  and  does  not  exceed  $2t,000; 

15  per  centum  of  the  amount  by  which  the  net  Income 
exceeds  $28,000  and  does  not  exceed  $30,000; 

14  per  centum  of  the  amount  by  which  the  net  Income 
exceeds  $tO,000  and  does  not  exceed  $82,000; 

16  per  centum  of  the  amount  by  which  the  net  Income 
exceeds  $82,000  and  does  not  exoeed  $84,000; 

16  per  centum  of  the  amount  by  which  the  net  Income 
exceeds  $84,000  and  does  not  exceed  $86,000; 

17  per  centum  of  the  amoimt  by  which  the  net  Income 
exceeds  $86,000  and  does  not  exceed  $88,000; 

18  per  centum  of  the  amount  by  which  the  net  income 
exceeds  $88,000  and  does  not  exceed  $40,000; 

19  per  centum  of  the  amount  by  which  the  net  income 
exceeds  $40,000  and  does  not  exceed  $42,000; 

20  per  centum  of  the  amount  by  which  the  net  Income 
exceeds  $42,000  and  does  not  exceed  $44,000; 

21  per  centum  of  the  amount  by  which  the  net  Income 
exceeds  $44,000  and  does  not  exceed  $46,000; 

22  per  centum  of  the  amount  by  which  the  net  income 
exceeds  $46,000  and  does  not  exceed  $48,000; 

28  per  centum  of  the  amount  by  which  the  net  Income 
exceeds  $48,000  and  does  not  exceed  $50,000; 

24  per  centum  of  the  amount  by  which  the  net  Income 
exceeds  $50,000  and  does  not  exceed  $52,000; 

25  per  centum  of  the  amount  by  which  the  net  Income 
exceeds  $52,000  and  does  not  exceed  $54,000; 

26  per  centum  of  the  amount  by  which  the  net  income 
exceeds  $54,000  and  does  not  exceed  $56,000; 

27  per  centum  of  the  amount  by  which  the  net  Income 
exceeds  $66,000  and  does  not  exceed  $68,000; 

28  per  centum  of  the  amount  by  which  the  net  Income 
exceeds  $58,000  and  does  not  exceed  $60,000; 

29  per  centum  of  the  amount  by  which  the  net  income 
exceeds  $60,000  and  does  not  exceed  $62,000; 

80  per  centum  of  the  amount  by  which  the  net  Income 
exceeds  $62,000  and  does  not  exceed  $64,000; 

81  per  centum  of  the  amount  by  which  the  net  Income 
exceeds  $64,000  and  does  not  exceed  $66,000; 

82  per  centum  of  the  amount  by  which  the  net  Income 
exceeds  $66,000  and  does  not  exceed  $68,000; 

88  per  centum  of  the  amount  by  which  the  net  Income 
exceeds  $68,000  and  does  not  exceed  $70,000; 

84  per  centum  of  the  amount  by  wliich  the  net  Income 
exceeds  $70,000  and  does  not  exceed  $72,000; 

85  per  centum  of  the  amount  by  which  the  net  Income 
exceeds  $72,000  and  does  not  exceed  $74,000; 

86  per  centum  of  the  amount  by  which  the  net  Income 
exceeds  $74,000  and  does  not  exceed  $76,000; 

87  per  cexttum  of  the  amount  by  which  the  net  Income 
exceeds  $76,000  and  does  not  exceed  $78,000; 
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tt  p6r  oentuxn  of  the  amount  by  which  the  net  Income 
exceed*  178,000  and  doea  not  exceed  $80,000; 

89  per  centum  of  the  amount  by  which  the  net  Income 
exceeds  $80,000  and  doed  not  exceed  $82,000; 

40  per  centum  of  the  amount  by  which  the  net  Income 
exceeds  $8S,000  and  does  not  exceed  $84,000; 

41  per  centum  of  the  amount  by  which  the  net  Income 
exceeds  84,000  and  does  not  exceed  $86,000; 

42  per  centum  of  the  amount  by  which  the  net -income 
exceeds  $86,000  and  does  not  exceed  $88,000; 

48  per  oentum  of  the  amount  by  which  the  net  Income 
exceeds  $88,000  and  does  not  exceed  $90,000; 

44  i»er  centum  of  the  amount  by  which  the  net  income 
exceeds  $90,000  and  does  not  exceed  $92,000; 

46  per  centum  of  the  amount  by  which  the  net  Income 
exceeds  $92,000  and  does  not  exceed  $94,000; 

46  per  centum  of  the  amount  by  which  the  net  income  • 
exceeds  $94,000  and  does  not  exceed  $96,000; 

47  per  centum  of  the  amount  by  which  the  net  income 
exceeds  $96,000  anjl  does  not  exceed  $98,000; 

48  per  centum  of  the  amount  by  which  the  net  Income 
exceeds  $98,000  and  does  not  exceed  $100,000; 

62  per  centum  of  the  amount  by  which  the  net  income 
exceeds  $100,000  and  does  not  exceed  $150,000; 

56  per  centum  of  the  amount  by  which  the  net  income 
exceeds  $150,000  and  does  not  exceed  $200,000; 

60  per  centum  of  the  amount  by  which  the  net  income 
exceeds  $200,000  and  does  not  exceed  $800,000; 

68  per  centum  of  the  amount  by  which  the  net  inoome 
exceeds  $300,000  and  does  not  exceed  $600,000; 

64  per  centum  of  the  amount  by  which  the  net  income 
exceeds  $500,000  and  does  not  exceed  $1,000,000; 

65  per  centum  of  the  amount  by  which  the  net  income 
exceeds  $1,000,000. 

(b)  In  the  case  of  a  bona  fide  sale  of  mines,  oil  or  Ijimitatlon  of 

gas  wells,  or  any  interest  thet^ln,  where  the  principal  Surtax 

value  of  the  property  has  been  demonstrated  by  pros-  on  Income 

pectlng  or  exploration  and  discovery  work  done  by  the  from  Mines, 

taxpayer,  the  portion  of  the  tax  imposed  by  this  section  Oil  and  Oas 
attributable  to  such  sale  shall  not  exceed  20  per  centum 
of  the  selling  price  of  such  property  or  interest. 

Vet  Inoome  Deflaed. 

SECTION  212.     (a)  That  in  the  case  of  an  individual  "Net  Income" 
the  term  ''net  income'*  means  the  gross  income  as  de-     How 
fined  in  section  213,  less  the  deductions  allowed  by  sec-     Computed 
tion  214. 

(b)  The  net  income  shall  be  computed  upon  the  basis 
of  the  taxpayer's  annual  accounting  period  (fiscal  year 
or  calendar  year,  as  the  case  may  be)  in  accordance 
with  the  method  of  accounting  regularly  employed  in 
keeping  the  books  of  such  taxpayer;  but  if  no  such 
method  of  accounting  has  been  so  employed,  or  if  the 
method  employed  does  not  clearly  refiect  the  Income,  the 
computation  shall  be  made  upon  such  basis  and  in  such 
manner  as  in  the  opinion  of  the  Commissioner  does 
clearly  refiect  the  income.     If  the  taxpayer's  annual 
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accounting  period  Is  other  than  a  fiscal  year  as  defined 
in  section  200  or  if  the  taxpayer  has  no  annual  ac- 
counting period  or  does  not  keep  books,  the  net  income 
shall  be  computed  on  the  basis  of  the  calendar  year. 
Chanire  of  If  a   taxpayer  changes   his  accounting  period   from 

Accounting      fiscal  year  to  calendar  year,  from  calendar  year  to  fiscal 
Period  year,  or  from  one  fiscal  year  to  another,  the  net  Income 

shall,  with  the  approval  of  the  Commissioner,  be  com- 
puted on  the  basis  of  such  new  accounting  period,  sub- 
ject to  the  provisions  of  section  2S6. 


•«Oross  InoonM** 


Life  Insurance 
PoUdes 

Return  of 
Premium 


Gifts  and 
Bequests 

Interest  upon 
Obligations 
of  State  and 
PoliUcal 
Subdivisions 

Obligations 


anMNi  iBOome  2>eflaed. 

SECTION  21S.  That  for  the  purposes  of  this  Utle 
(except  as  otherwise  provided  in  section  Stt)  the  term 
"gross  income" — 

(a)  Includes  gains,  profits,  and  income  derived  from 
salaries,  wages,  or  compensation  for  personal  service 
(including  in  the  case  of  the  President  of  the  United 
States,  the  judges  of  the  Supreme  aod  inferior  courts  of 
the  United  States,  and  all  other  officers  and  employees, 
whether  elected  or  appointed,  of  the  United  States^ 
Alaska,  Hawaii,  or  any  political  subdivision  thereof,  or 
the  District  of  Columbia,  the  compensation  received  as 
such)  of  whatever  kind  and  in  whatever  form  paid,  or 
from  professions,  vocations,  trades,  businesses,  oom- 
meroe,  or  sales,  or  dealings  in  property,  whether  real  or 
personal,  growing  out  of  the  ownership  or  use  of  or  In- 
terest in  such  property;  also  from  interest,  rent,  divi- 
dends, securities,  or  the  transaction  of  any  business 
carried  on  for  gain  or  profit,  or  gains  or  profits  and  in- 
come derived  from  any  source  whatever.  The 
amount  of  all  such  items  shall  be  included  In  the  gross 
income  for  the  taxable  year  in  which  received  by  the 
taxpayer,  unless,  under  methods  of  accounting  per- 
mitted under  subdivision  (b)  of  section  212,  any  such 
amounts  are  to  be  properly  accounted  for  as  of  a  dif- 
ferent period;  but 

(b)  Does  not  include  the  following  items,  which  shall 
be  exempt  from  taxation  under  this  title: 

(1)  The  proceeds  of  life  Insurance  policies  paid  upon 
the  death  of  the  insured  to  Individual  beneficiaries  or 
to  the  estate  of  the  insured; 

(2)  The  amount  received  by  the  insured  as  a  return 
of  premium  or  premiums  paid  by  him  under  life  insur- 
ance, endowment,  or  annuity  contracts,  either  during 
the  term  or  at  the  maturity  of  the  term  mentioned  In 
the  contract  or  upon  surrender  of  the  contract; 

(t)  The  value  of  property  acquired  by  gift,  bequest, 
devise,  or  descent  (but  the  income  from  such  property 
shall  be  included  in  gross  income); 

(4)  Interest  upon  (a)  the  obligations  of  a  State, 
Territory,  or  any  political  subdivision  thereof,  or  the 
District  of  Columbia;  or  (b)  securities  issued  under  the 
provisions  of  the  Federal  Farm  Loan  Act  of  July  17, 
1916;  or  (c)  the  obligations  of  the  United  States  or  its 
possessions;  or  (d)  bonds  issued  by  the  War  Finance 
Corporation:  Provided,  That  every  person  owning  any  of 
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the  obllgratlons,  Mourltles  or  bonds  enumerated  tn  of  United 
clauses  (a),  (b),  (c),  and  (d)  shall,  in  the  return  re-  States 
quired  by  this  title,  submit  a  statement  showlns  the 
number  and  amount  of  such  obligations,  securities  and 
bonds  owned  by  him  and  the  Income  recelTCd  there- 
from, in  such  form  and  with  such  information  as  the 
Commissioner  may  require.  In  the  case  of  obligations 
of  the  United  States  Issued  after  8ei»tember  1, 1917,  and 
m  the  case  of  bonds  Issued  by  the  War  Finance  Oor- 
poratlon,  the  interest  shall  be  exempt  only  if  and  to  the 
extent  provided  In  the  respeotlye  Acts  authorising  the 
Issue  thereof  as  amended  and  supplemented,  and  shall 
be  excluded  from  cross  income  only  If  and  to  the  extent 
it  Is  wholly  exempt  from  taxation  to  the  taxpayer  both 
under  this  title  and  imder  Title  III; 

(6)  The    income    of    foreisni    governments    received  Income  of 
from  Investments  in  the  United  States  In  stocks,  bonds.     Foreign 

or  other  domestic  securities,   owned  by   such   foreign      Governments 
governments,  or  from  interest  on  deposits  in  banks  in 
the  United  States  of  moneys  belonging  to  such  foreign 
governments,    or   from    any    other    source    within    the 
United  States; 

(8)  Amounts  received,  through  accident  or  health  in-  Accident, 
surance    or    under    workmen's    compensation    acts,    as     Health  and 
compensation  for  personal  Injuries  or  sickness,  plus  the     Compensation 
amount  of  any  damages  received  whether  by  suit  or      Insurance 
agreement  on  account  of  such  injuries  or  sickness; 

(7)  Income  derived  from  any   public   utility  or  the  Income 
erercise  of  any   essential   governmental   function   and     Accruing 
accruing   to   any   State,   Territory,    or   the   District  of     to  State 
Columbia,   or  any   political  subdivision  of  a  State  or 
Territory,   or   income  accruing  to   the   government   of 

any  possession  of  the  United  States,  or  any  political 
subdivision  thereof. 

Whenever  any  State,  Territory,  or  tfie  District  of 
Columbia,  or  any  political  subdivision  of  a  State  or 
Territory,  prior  to  September  8,  1916,  entered  in  good 
faith  into  a  contract  with  any  person,  the  object  and 
purpose  of  which  Is  to  acquire,  construct,  operate,  or 
maintain  a  public  utility,  no  tax  shall  be  levied  under 
the  provisions  of  this  title  upon  the  Income  derived 
from  the  operation  of  such  public  utility,  so  far  as 
the  payment  thereof  will  Impose  a  loss  or  burden  upon 
such  State,  Territory.  District  of  Columbia,  or  political 
subdivision;  but  this  provision  is  not  intended  to  confer 
upon  such  person  any  financial  gain  or  exemption  or  to 
relieve  such  person  from  the  payment  of  a  tax  as  pro- 
vided for  in  this  title  upon  the  part  or  portion  of  such 
Income  to  which  such  person  Is  entitled  under  such  con- 
tract; 

(8)  So  much  of  the  amount  received  during  the  pros-  Income  of 
ent  war  by  a  person  in  the  military  or  naval  forces  of     Military  and 
the  United   SUtes   as  salary  or  compensation   In  any     Naval  Forces 
form  from  the  United  States  for  active  services  In  such 

forces  as  does  not  exceed  |8,600. 

(c)  In    the    case    of   non-resident   alien    individuals.  Nonresident 
gross    income    includes   only   the    gross    Income   from     Allen — Gross 
sources  within  the  United  States,  Including  Interest  on     Income 
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bonds,  notes,  or  other  Interest-bearingr  obligations  o\ 
residents,  corporate  or  otherwise,  dividends  from  resi- 
dent corporations,  and  inoludlnff  all  amounts  recelyed 
(although  paid  under  a  contract  for  the  sale  of  goods 
or  otherwise)  representlncr  profits  on  the  manufacture 
and  disposition  of  goods  within  the  United  States. 

Deduotlons  ▲llowed. 


Interest  on 
IndebtednsM 


Taxes 


bosses 


SECTION  214.  (a)  That  In  computing  net  Income 
there  shall  be  allowed  as  deductions: 

(1)  All  the  ordinary  and  necessary  expenses  paid  or 
Incurred  during  the  taxable  year  In  carrying  on  any 
trade  or  business,  including  a  reasonable  allowance  for 
salaries  or  other  compensation  for  personal  serrioes 
actually  rendered,  and  Including  rentals  or  other  pay- 
ments required  to  be  made  as  a  condition  to  the  con- 
tlaued  use  or  possession,  for  purposes  of  the  trade  or 
business,  of  property  to  which  the  taxpayer  bM  not 
taken  or  is  not  taUng  title  or  In  which  he  bM  bo 
•Qulty; 

(2)  All  Interest  paid  or  accrued  within  the  taxable 
year  on  Indebtedness,  except  on  Indebtedness  incurred 
or  continued  to  purchase  or  carry  obligations  or  securi- 
ties (other  than  obligations  of  the  United  States  issued 
after  September  24,  1917),  the  interest  upon  which  Is 
wholly  exempt  from  taxation  under  this  title  as  in- 
come to  the  taxpayer,  or,  in  the  case  of  a  non-resident 
alien  individual,  the  proi>ortlon  of  such  interest  which 
the  amount  of  his  gross  income  from  sources  within 
the  United  States  bears  to  the  amount  of  his  gross  in- 
come from  all  sources  within  and  without  the  United 
States; 

(8)  Taxes  paid  or  accrued  within  the  taxable  year 
imposed  (a)  by  the  authority  of  the  United  States,  ex- 
cept income,  war  profits  and  excess-profits  taxes;  or 
(b)  by  the  authority  of  any  of  its  possessions,  except 
the  amount  of  income,  war  profits  and  excess-profits 
taxes  allowed  as  a  credit  under  section  222;  or  (c)  by 
the  authority  of  any  State  or  Territory,  or  any  county, 
school  district,  municipality,  or  other  taxing  subdivi- 
sion of  any  State  or  Territory,  not  Including  those 
assessed  against  local  benefits  of  a  kind  tending  to  in- 
crease the  value  of  the  property  assessed;  or  (d)  in  the 
case  of  a  citizen  or  resident  of  the  United  States,  by  the 
authority  of  any  foreign  country,  except  the  amount 
of  income,  war-profits  and  excess-profits  taxes  allowed 
as  a  credit  under  section  222;  or  (e)  in  the  case  of  a 
non-resident  alien  individual,  by  the  authority  of  any 
foreign  country  (except  income,  war-profits  and  excess* 
profits  taxes,  and  taxes  assesed  against  local  benefits  of 
a  kind  tending  to  increase  the  value  of  the  property 
assessed),  upon  property  or  busUiess; 

(4)  Losses  sustained  during  the  taxable  year  and  not 
compensated  for  by  insurance  or  otherwise.  If  incurred 
in  trade  or  business; 

(5)  Losses  sustained  during  the  taxable  year  and 
not  compensated  for  by  Insurance  or  otherwise^  if  In* 
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omred  In  any  transaction  entered  Into  for  profit,  though 
not  oonnected  with  the  trade  or  business;  but  in  the 
case  of  a  nonresident  alien  individual  only  as  to  such 
transactions  within  the  United  States; 

(6)  Losses  sustained  during  the  taxable  year  of  prop- 
erty not  connected  with  the  trade  or  business  (but  in 
the  case  of  a  non-resident  alien  individual  only  prop- 
erty within  the  United  States)  if  arising  from  fires, 
storms,  shipwreck,  or  other  casualty,  or  from  theft, 
and  if  not  compensated  for  by  insurance  or  otherwise; 

(7)  Debts  ascertained  to  be  worthless  and  charged  Bad  -Debts 
off  within  the  taxable  year; 

(8)  A  reasonable  allowance  for  the  exhaustion,  wear  Depreciation 
and  tear  of  property  used  in  the  trade  or  basinesflp  In- 
cluding a  reasonable  allowance  for  obsolesoenoe; 

(9)  In  the  case  of  buildings,  machinery,  equipment,  AmortlaatloA 
or   other  facilities,   constructed,    erected,    installed,   or 

acquired,  on  or  after  April  6,  1917,  for  the  production 
of  articles  contributing  to  the  prosecution  of  the  pres- 
ent war,  and  In  the  case  of  vessels  constructed  or  ac- 
quired on  or  after  such  date  for  the  transportation  of 
articles  or  men  contributing  to  the  prosecution  of  the 
present  war,  there  shall  be  allowed  a  reasonable  deduc- 
tion for  amortization  of  such  part  of  the  cost  of  such 
facilities  or  vessels  as  has  been  borne  by  the  tax- 
payer, but  not  again  including  any  amount  otherwise 
allowed  under  this  title  or  previous  Acts  of  Congress 
as  a  deduction  in  computing  net  income.  At  any  time 
within  three  years  after  the  termination  of  the  pres- 
ent war,  the  Commissioner  may,  and  at  the  request  of 
the  taxpayer  shall,  re-examine  the  return,  and  If  he 
then  finds  as  a  result  of  an  appraisal  or  from  other  evi- 
dence that  the  deduction  originally  allowed  was  incor- 
rect, the  taxes  Imposed  by  this  title  and  by  Title  III 
for  the  year  or  years  affected  shall  be  redetermined; 
and  the  amount  of  tax  due  upon  such  redetermination, 
if  any,  shall  be  paid  upon  notice  and  demand  by  the 
collector,  or  the  amount  of  tax  overpaid,  If  any,  shall 
be  credited  or  refunded  to  the  taxpayer  in  accordance 
with  the  provisions  of  section  252; 

(10)  In  the  case  of  mines,  oil  and  gas  wells,  other     Depletion, 
natural   deposits,   and   timber,  a  reasonable  allowance 

for  depletion  and  for  depreciation  of  improvements,  ac- 
cording to  the  peculiar  conditions  in  each  case,  based 
upon  cost  including  cost  of  development  not  otherwise 
deducted:  Provided,  That  in  the  case  of  such  properties 
acquired  prior  to  March  1,  1918,  the  fair  market  value 
of  the  property  (or  the  taxpayer's  interest  therein)  on 
that  date  shall  be  taken  in  lieu  of  cost  up  to  that  date: 
Provided  further.  That  In  the  case  of  mines,  oil  and  gas 
1,  1918,  and  not  acquired  as  the  result  of  purchase  of 
wells,  discovered  by  the  taxpayer,  on  or  after  March 
a  proven  tract  or  lease,  where  the  fair  market  value 
of  the  property  is  materially  disproportionate  to  the 
cost,  the  depletion  allowance  shall  be  based  upon  the 
fair  market  value  of  the  property  at  the  date  of  the 
discovery,  or  within  thirty  days  thereafter;  wuclh,  rm^ 
sonable  allowance  in  all  the  above  cases  to  be  made 
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under  rules  and  reinilatlona  to  be  prescribed  by  the 
Commissioner  with  the  approval  of  the  Secretary.  In 
the  case  of  leases  the  deductions  allowed  by  this  para- 
graph shall  be  equitably  apportioned  between  the  lessor 
uid  lessee; 

Gifts  to  (11)  Contributions  or  srifts  made  within  the  taxable 

Reliffious,        year  to  -corporations  orgranized  and  operated  exclusively 
Charitable,       for  rellfirious,  charitable,  scientific,  or  educational  pur- 
Sdentiflc  and  poses,  or  for  the  prevention  of  cruelty  to  children  or 
Eiducational     animals,  no  part  of  the  net  eamingrs  of  which  inures  to 
Corporations    the  benefit  of  any  private  stockholder  or  individual,  or 
to   the   special   fund   for  vocational   rehabilitation   au- 
thorized by  section  7  of  the  Vocational  Rehabilitation 
Act,  to  an  amount  not  in  excess  of  16  per  centum  of 
the   taxpayer's   net   income   as   computed   without   the 
benefit  of  this  paragraph.     Such  contributions  or  gittB 
shall  be  allowable  as  deductions  only  if  verified  under 
rules  and  regulations  prescribed  by  the  Commissioner, 
with  the  approval  of  the  Secretary.     In  the  case  of  a 
nonresident   alien    individual    this    deduction    shall   be 
allowed    only    as    to    contributions    or    crlfts    made    to 
domestic  corporations,  or  to  such  Vocational  rehabili- 
tation fund; 

Losses  from  (12)  (a)  At  the  time  of  flllns  retom  for  the  taxable 

Decreased        year  1918  a  taxpayer  may  file  a  daim  In  abatement 
Value  of  based  on  the  fact  that  he  has  sustained  a  substantial 

Inventory  loss  (whether  or  not  actually  realised  by  sale  or  other 
and  Rebates  disposition)  resulting  from  any  material  reduction  (not 
due  to  temporary  fluctuation)  of  the  value  of  the  In- 
ventory for  such  taxable  year,  or  from  the  actual  pay- 
ment after  the  close  of  such  taxable  year  of  rebates 
in  pursuance  of  contracts  entered  into  durlnc  auoh  year 
upon  sales  made  during  such  year.  In  such  case  pay- 
ment of  the  amount  of  the  tax  oovered  by  such  claim 
shall  not  be  required  until  the  claim  Is  decided,  but  the 
taxpayer  shall  accompany  his  claim  with  a  bond  in 
double  the  amount  of  the  tax  covered  by  the  claim,  with 
sureties  satisfactory  to  the  Ck>mmi8Sioner,  conditioned 
for  the  payment  of  any  part  of  such  tax  found  to  be 
due.  with  interest.  If  any  part  of  such  claim  is  dis- 
allowed then  the  remainder  of  the  tax  due  shall  on 
notice  and  demand  by  the  collector  be  paid  by  the  tax- 
payer with  interest,  at  the  rate  of  1  per  centum  per 
month  from  the  time  the  tax  would  have  been  due  had 
no  such  claim  been  filed.  If  it  is  shown  to  the  satis- 
faction of  the  Commissioner  that  such  substantial  loss 
has  been  sustained,  then  in  computing  the  tax  imposed 
by  this  title  the  amount  of  such  loss  shall  be  deducted 
from  the  net  income,  (b)  If  no  such  claim  is  filed,  but 
it  is  shown  to  the  satisfaction  of  the  Commissioner  that 
during  the  taxable  year  1919  the  taxpayer  has  sus- 
tained a  substantial  loss  of  the  character  above  de- 
.  scribed  then  the  amount  of  such  loss  shall  be  deducted 
from  the  net  Income  for  the  taxable  year  1918  and  the 
Nonresident  tax  imposed  by  this  title  for  such  year  shall  be  re- 
Allsm  determined  accordingly.    Any  amount  found  to  be  due 

nidlTiauslg      to  the  taxpayer  upon  the  basis  of  such  redetermination 
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•hall  be  credited  or  refunded  to  the  taxpayer  In  ao-     Dedactlons 
oordanoe  with  the  proTlslone  of  Seotlon  S6S.  Allowed 

(b)  In  the  case  of  a  nonresident  alien  indiyldual  the 
deductions  allowed  in  paragrraphs  (1).  (4),  (7),  (8),  (9). 
(10),  (12)  and  clause  (e)  of  paragraph  (8),  of  subdivi- 
sion (a)  shall  be  allowed  only  if  and  to  the  extent  that 
they  are  connected  with  income  arising  from  a  source 
within  the  United  States;  and  the  proper  apportionment 
and  allocation  of  the  deductions  with  respect  to  sources 
of  income  within  and  without  the  United  States  shall  be 
determined  under  rules  and  regulations  prescribed  by 
the  Commissioner  with  the  approval  of  the  Secretary. 

Items  Not  Dednetlble. 

SECTION   215.     That   in    computing   net    income   no  Items  Not 
deduction  shall  in  any  case  be  allowed  in  respect  of —         Deductible 

(a)  Personal,  liviner.  or  family  expenses; 

(b)  Any  amount  paid  out  for  new  building  or  for 
permanent  improvements  or  betterments  made  to  in- 
creaee  the  value  of  any  property  or  estate; 

(c)  Any  amount  expended  in  restoring  property  or  in 
maklnsr  good  the  exhaustion  thereof  for  which  an  al- 
lowance is  or  has  been  made;  or 

(d)  Premiums  paid  on  any  life  insurance  policy  cov- 
ering the  life  of  any  officer  or  employee,  or  of  any  per- 
son financially  interested  in  any  trade  or  business  car- 
ried on  by  the  taxpayer,  when  the  taxpayer  is  directly 
or  Indirectly  a  beneficiary  under  such  policy. 

Credits  Allowed. 

SECTION  816.     That  for  the  purpose  of  the  normal  < 
tax  only  there  shall  be  allowed  the  following  credits: 

(a)  The  amount  received  as  dividends  from  a  cor-     Dividends 
poration    which    is   taxable   under   this    title   upon    its 

net  income,  and  amounts  received  as  dividends  from  a 
personal  service  corporation  out  of  earnings  or  profits 
upon  which  income  tax  has  been  imposed  by  Act  of 
Congress; 

(b)  The  amount  received  as  interest  upon  obligations  Obligations  of 
of  the   United   States   and   bonds  issued   by   the   War     U.  S. 
Finance  Ck>rporatlon,  which  is  included  in  gross  income 

under  section  218; 

(c)  In  the  case  of  a  single  person,  a  personal  ex-  Personal 
emption  of   |1,000,   or   in   the  case  of   the  head   of  a     Exemption 
family  or  a  married  person  living  with  husband  or  wife, 

a  personal  exemption  of  12,000.  A  husband  and  wife 
living  together  shall  receive  but  one  personal  exemption 
of  12,0.00  against  their  aggregate  net  income;  and  in 
case  they  make  separate  returns,  the  personal  ex- 
emption of  12.000  may  be  taken  by  either  or  divided 
between  them; 

(d)  1200  for  each  person  (other  than  husband  or 
wife)  dependent  upon  and  receiving  his  chief  support 
from  the  taxpayer,  if  such  dependent  person  is  under 
eighteen  years  of  age  or  is  incapable  of  self-support 
because  mentally  or  physically  defective. 
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Non-FMldeiit  (•)  In  the  case  of  a  nonrMldeiit  alien  IndlTidnal  wlio 

Aliens—  la  a  citizen  or  subject  Af  a  country  which  Imposes  an 

Personal  Income  tax,  the  credits  auowed  In  subdivisions  (c)  and 

Exemption  (d)  shall  be  allowed  only  iz  such  country  allows  a 
similar  credit  to  citizens  of  the  United  States  not  resid- 
ing In  such  country. 


of    DednetloBS    and 


Oredlts. 


Nonresident  SECTION  217.    That  a  nonresident  alien  Individual 

Aliens —  shall  receive  the  benefit  of  the  deductions  and  credits 

Deductions  •  allowed  In  this  title  only  by  filing  or  causing  to  be 
and  Credits  filed  with  the  collector  a  true  and  accurate  return  of 
Allowed  his  total  Income  received  from  all  sources  corporate  or 

otherwise  In  the  United  States,  In  the  manner  pre- 
scribed by  this  title*  Including  therein  all  the  Informa- 
^  '*  V  tlc»  which  the  Commissioner  may  deem  necessary  for 
the  calculation  of  such  deductions  and  credits:  Pro- 
vided, That  the  benefit  of  the  credits  allowed  In  sub- 
divisions (c)  and  (d)  of  section  216  may.  In  the  dis- 
cretion of  the  Commissioner,  and  except  as  otherwise 
provided  In  subdivision  (e)  of  that  section,  be  received 
by  filing  a  claim  therefor  with  the  withholding  agent. 
In  case  of  failure  to  file  a  return,  the  collector  shall 
ooUect  the  tax  on  such  income,  and  all  property  be- 
longing to  such  nonresident  alien  Individual  shall  be 
liable  to  distraint  for  the  tax. 

Partaenlblps  and  Vsrsonal  Bervtoe  Oorpozatloas. 


Partnerships  SECTION    218.     (a)  That    Individuals    carrying    on 

and  Personal   business  In  partnership  shall  be  liable  for  income  tax 
Service  only  In  their  Individual  capacity.     There  shall  be  In- 

corporations eluded  In  computing  the  net  Income  of  each  partner 
his  distributive  share,  whether  distributed  or  not,  of 
the  net  income  of  the  partnership  for  the  taxable  year, 
or,  If  his  net  income  for  such  taxable  year  is  computed 
upon  the  basis  of  a  period  different  from  that  upon  the 
basis  of  which  the  net  Income  of  the  partnership  Is 
computed,  then  his  distributive  share  of  the  net  Income 
of  the  partnership  for  any  accounting  period  of  the 
partnership  ending  within  the  fiscal  or  calendar  year 
upon  the  basis  of  which  the  partner's  net  Income  Is 
computed. 

The   partner  shall,   for   the   purpose*  of  the  normal 

tax,  be  allowed  as  credits,  in  addition  to  the  credits 

allowed   to   him   under   section   216,   his   proportionate 

share  of  such  amounts  specified  In  subdivisions  (a)  and 

(b)  of  section  216  as  are  received  by  the  partnership. 

Fiscal  Tear  (b)  If  a  fiscal  year  of  a  partnership  ends  during  a 

of  calendar  year  for  which  the  rates  of  tax  differ  from 

Partnership     those  for  the  preceding  calendar  year,   then    (1)   the 

rates  for  such  preceding  calendar  year  shall  apply  to 

an  amount  of  each  partner's  share  of  such  partnership 

net  Income  equal  to  the  proportion  which  the  part  of 

such  fiscal  year  falling  within  such  calendar  year  bears 

to  the  full  fiscal  year,  and   (2)  the  rates  for  the  oal- 
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endar  year  durlnsr  which  each  flsoal  year  ends  shall 
apply  to  the  remainder. 

(0)  In  the  case  of  an  individual  member  of  a  part- 
nership which  makes  return  for  a  fiscal  year  beerinningr 
in  1917  and  ending  in  1918,  his  proportionate  share  of 
any  excess  profits  tax  imposed  upon  the  partnership 
under  the  Revenue  Act  of  1917  with  respect  to  that 
part  of  such  fiscal  year  falling  in  1917,  shall,  for  the 
the  purpose  of  determining  the  tax  imposed  by  this 
title,  be  credited  against  that  portion  of  the  net  income 
embraced  in  his  personal  return  for  the  taxable  year 
1918  to  which  the  rates  for  1917  apply. 

(d)  The  net  income  of  the  partnership  shall  be  com-  Partnership 
puted  in  the  same  manner  and  on  the  same  basis  as     Income- 
provided    in    section    212,    except    that    the    deduction     How 
provided  in  paragraph  (11)  of  subdivision  (a)  of  sec-     Computed 
tion  214  shall  not  be  allowed. 

(e)  Personal  service  corporations  shall  not  be  sub-FenMmml 
ject   to  taxation   under  this   title,  but   the   individual      Servloe 
stoclcholders  thereof  shall  be  taxed  in  the  same  manner     Corporation 
as  the  members  of  partnerships.     All   the  provisions 

of  this  title  relating  to  partnerships  and  the  members 
thereof  shall  so  far  as  practicable  apply  to  personal 
service  corporations  and  the  stockholders  thereof: 
Provided,  That  for  the  purpose  of  this  subdivision 
amounts  distributed  by  a  personal  service  corporation 
during  its  taxable  year  shall  be  aooounted  for  by  the 
distributees;  and  any  portion  of  the  net  income  remain- 
ing undistributed  at  the  dose  of  its  taxable  year  shall 
be  accounted  for  by  the  stodcholders  of  such  corpora- 
tion at  the  dose  of  its  taxable  year  in  proportion  to 
their  respective  shares. 

astates  and  Srosts. 

SECTION  819.     (a)  That  the  tax  imposed  by  sections  Sstates  and 
210  and  211  shall  apply  to  the  income  of  estates  or  of     Trusts 
any  kind  of  property  held  in  trust,  including — 

(1)  Income  received  by  estates  of  deceased  persons 
during  the  period  of  administration  or  settlement  of 
the  estate; 

(2)  Income  accumulated  in  trust  for  the  benefit  of 
unborn  or  unascertained  persons  or  persons  with  con- 
tingent interests; 

(8)  Income  held  for  future  distribution  under  the 
terms  of  the  will  or  trust;  and 

(4)  Income  which  is  to  be  distributed  to  the  bene- 
ficiaries periodically,  whether  or  not  at  regular  inter- 
vals, and  the  income  collected  by  a  guardian  of  an 
infant  to  be  held  or  distributed  as  the  court  may 
direct. 

(b)  The  fiduciary  shall  be  responsible  for  making  Computation 
the  return  of  income  for  the  estate  or  trust  for  which  of  Income 
he  acts.  The  net  income  of  the  estate  or  trust  shall 
be  computed  in  the  same  manner  and  on  the  same  basis 
as  provided  in  section  212,  except  that  there  shall  also 
be  allowed  as  a  deduction  (in  lieu  of  the  deduction  au- 
thorised by  paragraph  (11)  of  subdivision  (a)  of 
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tion  214)  any  part  of  the  gross  Inoome  which,  pursuant 
to  the  terms  of  the  will  or  deed  creating  the  trust.  Is 
during  the  taxable  year  paid  to  or  permanently  set 
aKlde  for  the  United  States,  any  State,  Territory,  or  any 
political  subdivision  thereof,  or  the  District  of  Co- 
lumbia, or  any  corporation  organised  and  operated  ex- 
clusively for  religious,  charitable,  scientific,  or  educa- 
tional purposes,  or  for  the  prevention  of  cruelty  to 
children  or  animals,  no  part  of  the  net  earnings  of 
which  inures  to  the  benefit  of  any  private  stockholder 
or  individual:  and  in  cases  under  paragraph  (4)  of  sub- 
division (a)  of  this  section  the  fiduciary  shall  include 
in  the  return  a  statement  of  each  beneficiary's  dis- 
tributive share  of  such  net  inoome,  whether  or  not  dis- 
tributed before  the  close  of  the  taxable  year  for  which 
the  return  is  made. 
Tax  to  Be  Paid  (c)  In  cases  under  paragraph  (1),  (2),  or  (2)  of 
by  Fiduciary  subdivision  (a)  the  tax  shall  be  Imposed  upon  the 
net  ipcome  of  the  estate  or  trust  and  shall  be  paid 
by  the  fiduciary,  except  that  in  determining  the  net 
income  of  the  estate  of  any  deceased  person  during 
the  period  of  administration  or  settlement  there  may  be 
deducted  the  amount  of  any  income  properly  paid  or 
credited  to  any  legatee,  heir  or  other  beneficiary.  In 
such  cases  the  estate  or  trust  shall,  for  the  purpose  of 
the  normal  tax,  be  allowed  the  same  credits  as  are 
allowed  to  single  persons  under  section  216. 
Tax  to  Be  (d)  In    cases    under   paragraph    (4)    of    subdivision 

Paid  by  (a),  and  in  the  case  of  any  income  of  an  estate  during 

Beneficiary  the  period  of  administration  or  settlement  permitted 
by  subdivision  (c)  to  be  deducted  from  the  net  inoome 
upon  which  tax  is  to  be  paid  by  the  fiduciary,  the  tax 
shall  not  be  paid  by  the  fiduciary,  but  there  shall  be 
included  in  computing  the  net  income  of  each  bene- 
ficiary his  distributive  share,  whether  distributed  or 
not,  of  the  net  income  of  the  estate  or  trust  for  the 
taxable  year,  or,  tf  his  net  income  for  such  taxable 
year  is  computed  upon  the  basis  of  a  period  difterent 
from  that  upon  the  basis  of  which  the  net  inoome  of 
the  estate  or  trust  is  computed,  then  his  distributive 
share  of  the  net  income  of  the  estate  or  trust  for  any 
accounting  period  of  such  estate  or  trust  ending  within 
the  fiscal  or  calendar  year  upon  the  basis  of  which 
such  beneficiary's  net  income  is  computed.  In  such 
cases  the  beneficiary  shall,  for  the  purpose  of  the 
normal  tax,  be  allowed  as  credits  in  addition  to  the 
credits  allowed  to  him  under  section  216,  his  propor- 
tionate share  of  such  amounts  specified  in  subdivisions 
(a)  and  (b)  of  section  216  as  are  received  by  the 
estate  or  trust. 

Profits  of  Oorponttions  Taxable  to  fltookliolden. 

Corporations  SECTION    220.     That    if    any    corporation,    however 

Formed  to         created  or  organized,  is  formed  or  availed  of  for  the 

Evade  Tax       purpose   of   preventing   the    imposition    of   the    surtax 

upon  its  stockholders  or  members  through  the  medium 

of,  permitting    its    gains    and    profits    to    accumulate 
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instead  of  belns  divided  or  distributed,  such  corpora* 
tion  shall  not  be  subject  to  the  tax  imposed  by  section 
ISO,  but  the  stockholders  or  members  thereof  shall  be 
subject  to  taxation  under  this  title  in  the  same  manner 
as  provided  in  subdivision  (e)  of  section  218  in  the  case 
of  stockholders  of  a  personal  service  corporation,  except 
that  the  tax  imposed  by  Title  III  shall  be  deducted 
from  the  net  income  of  the  corporation  before  the  com- 
putation of  the  proportionate  share  of  each  stockholder 
or  member.  The  fact  that  any  corporation  is  a  mere 
holding  company,  or  that  the  grains  and  profits 
are  permitted  to  accumulate  beyond  the  reasonable 
needs  of  the  business,  shall  be  prima  facie  evidence  of 
a  purpose  to  escape  the  surtax;  but  the  fact  that  the 
grains  and  profits  are  in  any  case  permitted  to  accumu- 
late and  become  surplus  shall  not  be  construed  as 
evidence  of  a  purpose  to  escape  the  tax  in  such  case 
unless  the  Commissioner  certifies  that  in  his  opinion 
such  accumulation  is  unreasonable  for  the  purposes 
of  the  business.  When  requested  by  the  Commissioner, 
or  any  collector,  every  corporation  shall  forward  to 
him  a  correct  statement  of  such  ffalns  and  profits  and 
the  names  and  addresses  of  the  Individuals  or  share- 
holders who  would  be  entitled  to  the  same  if  divided 
or  distributed,  and  of.  the  amounts  that  would  be 
payable  to  each. 

• 
Vayment  of  Tas  at  Sonroe. 

SECTION    221.     (a)  That    all    individuals,    corpora-  Payment  of 
tlons  and   partnerships,   in   whatever  capacity   acting:.      Tax  at 
including   lessees   or  mortgagors   of   real   or   personal      Source — ^Tax 
property,    fiduciaries,   employers,   and   all   ofticers   and     on  Income  of 
employees  of   the   United   States,   having   the   control,      Nonresident 
receipt,  custody,  disposal,  or  payment,  of  interest,  rent.     Alien 
salaries,    wages,    premiums,    annuities,    compensations.     Individual 
remunerations,  emoluments,  or  other  fixed  or  determin*      to  Be 
able  annual  or  periodical   gains,   profits,   and   income,     Withheld 
of  any  nonresident  alien  individual  (other  than  income 
received    as    dividends    from    a    corporation    which    is 
taxable  under  this  title  upon  its  net  income,  shall  (ex- 
cept in  the  cases  provided  for  in  subdivision   (b)  and 
except  as  otherwise  provided  in  regulations  prescribed 
by   the  Commissioner   under   section    217)    deduct  and 
withhold  from  such  annual  or  periodical  gains,  profits, 
and  income  a  tax  equal  to  8  per  centum  thereof:    Pro- 
vided, That  the  Commissioned*  may  authorize  such  tax 
to  be  deducted  and  withheld  from   the  Interest  upon 
any  securities  the  owners  of  which  are  not  known  to 
the  withholding  agent. 

(b)  In  any  case  where  bonds,  mortgages,  or  deeds  of  Bonds 
trust,    or   other   similar   obligations    of   a   corporation     Ooiitalnliig 
contain  a  contract  or  provision  by  which  the  obligor     Tax-free 
agrees  to  pay  any  portion  of  the  tax  Imposed  by  this     Oovenant  » 
title  upon  the  obligee,  or  to  reimburse  the  obligee  for 
any  portion  of  the  tax,  or  to  pay  the  interest  without 
deduction  for  any  tax  which  the  obligor  may  be  re- 
quired or  permitted  to  pay  thereon  or  to  retain  there- 
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Return  of 
Taxes 
Withheld 


Credit  for  Tax 
Withheld 


from  under  any  law  of  the  United  States,  the  obligor 
shall  deduct  and  withhold  a  tax  equal  to  S  per  centum 
of  the  Interest  upon  such  bonds,  mortgages,  deeds  of 
trust,  or  other  obligations,  whether  such  interest  is 
payable  annually  or  at  shorter  or  longer  periods  and 
whether  payable  to  a  nonresident  alien  individual  or 
to  an  individual  citizen  or  resident  of  the  United  States 
or  to  a  partnership:  Provided,  That  the  Commissioner 
may  authorize  such  tax  to  be  deducted  and  withheld 
in  the  case  of  interest  upon  any  such  bonds,  mort- 
gages, deeds  of  trust  or  other  obligations,  the  owners 
of  which  are  not  known  to  the  withholding  agent.  Such 
deduction  and  withholding  shall  not  be  required  in  the 
case  of  a  citizen  or  resident  entitled  to  receive  such 
interest,  if  he  files  with  the  withholding  agent  on  or 
before  February  1,  a  signed  notice  in  writing  claiming 
the  benefit  of  the  credits  provided  in  subdivisions  (c) 
and  (d)  of  section  216;  nor  in  the  case  of  a  nonresident 
alien  individual  if  so  provided  for  in  regulations  pre- 
scribed by  the  Commissioner  under  section  217. 

(c)  Every  individual,  corporation,  or  partnership  re- 
quired to  deduct  and  withhold  any  tax  under  this  seo- 
tion  shall  make  return  thereof  on  or  before  March  first 
of  each  year  and  shall  on  or  before  June  16th  pay 
the  tax  to  the  ofllclal  of  the  United  States  Govern- 
ment authorized  to  receive  it.  Every  such  individual, 
corporation,  or  partnership  is  hereby  made  liable  for 
such  tax  and  is  hereby  indenmified  against  the  claims 
and  demands  of  any  individual,  corporation,  or  part- 
nership for  the  amount  of  any  payments  made  In  ao- 
cordance  with  the  provisions  of  this  section. 

(d)  Income  upon  which  any  tax  is  required  to  be 
withheld  at  the  source  under  this  section  shall  be  in- 
cluded in  the  return  of  the  recipient  of  such  income, 
but  any  amount  of  tax  so  withheld  shall  be  credited 
against  the  amount  of  income  tax  as  computed  in  such 
return. 

(e)  If  any  tax  required  under  this  section  to  be  de- 
ducted and  withheld  is  paid  by  the  recipient  of  the 
income,  it  shall  not  be  re-collected  from  the  withhold- 
ing agent;  nor  in  cases  in  which  the  tax  is  so  paid 
shall  any  penalty  be  imposed  upon  or  collected  from 
the  recipient  of  the  income  or  the  withholding  agent 
for  failure  to  return  or  pay  the  same,  unless  such 
failure  was  fraudulent  and  for  the  purpoira  of  evading 
payment. 


Credit  for 
Taxes — 
Citisea 


Resident 


Credit  for  TaaMS. 


under 


SECTION    222.     (a)  That    the    tax    computed 
Part  II  of  this  title  shall  be  credited  with: 

(1)  In  the  case  of  a  citizen  of  the  United  States,  the 
amount  of  any  income,  war-profits  and  excess-profits 
taxes  paid  during  the  taxable  year  to  any  foreign 
country,  upon  income  derived  from  sources  therein,  or 
to  any  possession  of  the  United  States;  and 

(2)  In  the  case  of  a  resident  of  the  United  States, 
the  amount  of  any  such  taxes  paid  during  the  taxable 
year  to  any  possession  of  the  United  States;  and 
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(8)  In  the  case  of  an  alien  resident  of  the  United 
States  who  is  a  citizen  or  subject  of  a  foreien  country, 
the  amount  of  any  such  taxes  paia  or  accrued  during 
the  taxable  year  to  such  country,  upon  income  derived 
from  sources  therein.  If  such  country,  in  Imposing  such 
taxes,  allows  a  similar  credit  to  citizens  of  the  United 
States  residing:  In  such  country;  and 

(4)  In  the  case  of  any  such  Individual  who  Is  a  mem- 
ber of  a  partnership  or  a  beneficiary  of  an  estate  or 
trust,  his  proportionate  share  of  such  taxes  of  the 
partnership  or  the  estate  or  trust  paid  during  the  tax- 
able year  to  a  foreign  country  or  to  any  possession  of 
the  United  States,  as  the  case  may  be. 

(b)  If  accrued  taxes  when  paid  dUCer  from  the 
amounts  claimed  as  credits  by  the  taxpayer,  or  If  any 
tax  paid  Is  refunded  In  whole  or  In  part,  the  taxpayer 
shall  notify  the  Commissioner  who  shall  redetermine 
the  amount  of  the  tax  due  under  Part  II  of  this  title 
for  the  year  or  years  affected,  and  the  amount  of 
tax  due  upon  such  redetermination.  If  any,  shall  be 
paid  by  the  taxpayer  upon  notice  and  demand  by  the 
collector,  or  the  amount  of  tax  overpaid.  If  any,  shall 
be  credited  or  refunded  to  the  taxpayer  In  accordance 
with  the  provisions  of  Section  262.  In  the  case  of 
such  a  tax  accrued  but  not  paid,  the  CommlsMoner  as 
a  oondltlon  precedent  to  the  allowance  of  this  credit 
may  require  the  taxpayer  to  give  a  bond  with  sureties 
satisfactoiT  to  and  to  be  approved  by  the  Commissioner 
In  such  penal  sum  as  the  Commissioner  may  require, 
oondltloned  for  the  payment  by  the  taxpayer  of  any 
amount  of  tax  found  due  upon  any  such  redetermine* 
tlon;  and  the  bond  herein  prescribed  shall  contain 
such  further  conditions  as  the  commissioner  may  re- 
quire. 

(o)  These  credits  shall  be  allowed  only  If  .the  tax- 
payer furnishes  evidence  satisfactory  to  the  Commis- 
sioner showing  the  amount  of  income  derived  from 
sources  within  such  foreign  country  or  such  possession 
of  the  United  States,  and  all  other  information  necev- 
sary  for  the  computation  of  such  credits. 
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Resident 


Individual 
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Zndlildwa  metnms. 


SECTION  22t.  That  every  individual  having  a  net] 
income  for  the  taxable  year  of  11,000  or  over  if  single  Individual 
or  If  married  and  not  living  with  husband  or  wife. 
or  of  12,000  or  over  If  married  and  living  with  hus- 
band or  wife,  shall  make  under  oath  a  return  stating 
specifically  the  Items  of  his  gross  Income  and  the 
deductions  and  credits  allowed  by  this  title.  If  a  hus- 
band and  wife  living  together  have  an  aggregate  net 
income  of  12,000  or  over,  each  shall  make  such  a  return 
unless  the  income  of  each  Is  included  In  a  single  joint 
return. 

If  the  taxpayer  Is  unable  to  make  his  own  return.  Return  by 
the  return  shall  be  made  by  a  duly  authorised  agent     Agent 
or  by  the  guardian  or  other  person  charged  with  the 
care  of  the  person  or  proper^  of  such  taxpayer. 
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Partnership  SECTION   224.     That  every   partnership  shall  make 

Returns  a  return  for  each  taxable  year,  statins  speolflcally  the 

items  of  its  gross  income  and  the  deductions  allowed 
by  this  title,  and  shall  include  in  the  return  the  names 
and  addresses  of  the  individuals  who  would  be  entitled 
to  share  in  the  net  income  if  distributed  and  the 
amount  of  the  distributive  share  of  each  individual. 
The  return  shall  be  sworn  to  by  any  one  of  the 
partners. 

ndiiolarj  metnms. 

Fidadmry  SECTION    226.     That    every    fiduciary     (except    re- 

Retnms  celvers  appointed  by  authority  of  law  in  possession  of 

part  only  of  the  property  of  an  individual)  shall  make 
under  oath  a  return  for  the  individual,  estate  or  trust 
for  which  he  acts  (1)  if  the  net  income  of  such 
individual  is  |1,000  or  over  if  single  or  if  married  and 
not  livinff  with  husband  or  wife,  or  |2,000  or  over  If 
married  and  Dvinff  with  husband  or  wife,  or  (2)  4f  the 
net  income  of  such  estate  or  trust  is  |1,000  or  over 
or  if  any  beneficiary  of  such  estate  or  trust  is  a  non- 
resident alien,  stating  specifically  the  items  of  the 
gross  income  and  the  deductions  and  credits  allowed 
by  this  title.  Under  such  regrulations  as  the  Com- 
missioner with  the  approval  of  the  Secretary  may 
prescribe,  a  return  made  by  one  of  two  or  more  joint 
fiduciaries  and  filed  in  the  office  of  the  collector  of  the 
district  where  such  fiduciary  resides  shall  be  a  sufti- 
cient  compliance  with  the  above  requirement.  The 
fiduciary  shall  make  oath  that  he  has  sufTielent  knowl- 
edge of  the  affairs  of  such  individual,  estate  or  trust 
to  enable  him  to  make  the  return,  and  that  the  same 
is,  to  the  best  of  his  knowledge  and  belief,  true  and 
correct. 

Fiduciaries  required  to  make  returns  under  this  Act 
shall  be  subject  to  all  the  provisions  of  this  Act 
which  apply  to  individuals. 

metnms  Whan  Aooonntlng  Pezlod  Changed. 

Return  When  ^  SECTION  226.  That  if  a  taxpayer,  with  the  ap- 
Aocounting .  *proval  of  the  Commissioner,  changes  the  basis  of  oom- 
Perlod  puting  net  income   from  fiscal  year  to  calendar  year 

Changed  a   separate  return    shall   be   made  for   the   period   be- 

tween the  close  of  the  last  fiscal  year  for  which  return 
was  made  and  the  following  December  81.  If  the 
change  is  from  calendar  year  to  fiscal  year,  a  separate 
return  shall  be  made  for  the  period  between  the  close 
of  the  last  calendar  year  for  which  return  was  made 
and  the  date  designated  as  the  close  of  the  fiscal  year. 
If  the  change  is  from  one  fiscal  year  to  another  fiscal 
year  a  separate  return  shall  be  made  for  the  period 
between  the  close  of  the  former  fiscal  year  and  the 
date  designated  as  the  close  of  the  new  fiscal  year.  If 
a  taxpayer  making  his  first  return  for  income  tax  keeps 
his  s^HX>uBts  on  the  basis  of  a  fiscal  year  he  shall  make 
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a  separate  return  for  the  period  between  the  betfinnlng 
of  the  calendar  year  In  which  such  fiscal  year  ends 
and  the  end  of  such  fiscal  year. 

In  all  of  the  above  cases  the  net  income  shall  be 
computed  on  the  basis  of  such  period  for  which  sep- 
arate return  is  made,  and  the  tax  shall  be  paid  thereon  i 
at  the  rate  for  the  calendar  year  in  which  such  period 
is  included;  and  the  credits  provided  in  subdivisions 
(o)  and  (d)  of  section  216  shall  be  reduced  respec- 
tively to  amounts  which  bear  the  same  ratio  to  the 
full  credits  provided  in  such  subdivisions  as  the  num- 
ber of  months  in  such  period  bears  to  twelve  months. 

.    Time  aad  Vlaoe  for  niinir  Metnms. 

SECTION  227.     (a)  That  returns  shall  be  made  on  Time   and 
or  before  the  fifteenth  day  of  the  third  month  follow-     Place  for 
ins  the  close  of  the  fiscal  year,  or,  if  the  return  is     Filing 
made  on  the  basis  of  the  calendar  year,  then  the  return     Returns 
shall  be  made  on  or  before  the  fifteenth  day  of  March. 
The  Commissioner  may  grant  a  reasonable  extension 
of  time  for  fillnflr  returns  whenever  in   his  Judgment 
good   cause  exists  and   shall  keep  a  record   of  every 
such  extension  and  the  reason  therefor.    Except  In  the 
case  of  taxpayers  who  are  abroad,  no  such  extension 
shall  be  for  more  than  six  months. 

(b)  Returns  shall  be  made  to  the  collector  for  the 
district  in  which  is  located  the  legal  residence  or 
principal  place  of  business  of  the  person  making  the 
return,  or,  if  he  has  no  legal  residence  or  principal 
place  of  business  in  the  United  States,  then  to  the 
collector  at  Baltimore,  Maryland. 

understatement  In  Betoms. 

SECTION  228.    That  if  the  collector  or  deputy  col-Under- 
lector  has  reason   to  believe  that  the  amount  of  any     statement  in 
income    returned    is    understated,    he    shall    give    due     Return 
notice   to   the    taxpayer   making    the   return    to    show 
cause  why  the  amount  of  the  return   should   not   he 
increased,  and  upon  proof  of  the  amount  understated, 
may   increase   the   same   accordingly.     Such    taxpayer 
may  furnish  sworn   testimony  to  prove  any  relevant 
facts  and  if  dissatisfied  with  the  decision  of  the  col- 
lector  may   appeal   to   the   Commissioner   for   his   de- 
cision, under  such  rules  of  procedure  as  may  be  pre- 
scribed  by   the   Commissioner   with    the   approval   of 
the  Secretary. 

VABT    XXL— C0BP0BATZ0N8. 

Tas  on  Corporations.  Corporations- 

Rates  of  Tax 
SECTION  280.  (a)  That,  in  Ueu  of  the  taxes  im- 
posed by  section  10  of  the  Revenue  Act  of  1916,  as 
amended  by  the  Revenue  Act  of  1917,  and  by  section 
4  of  the  Revenue  Act  of  1917,  there  shall  be  levied, 
collected,  and  paid  for  each  taxable  year  upon  the  net 
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income  of  every  corporation  a  tax  at  the  following 
rates: 

(1)  For  the  calendar  year  1918,  11  per  centum  of 
the  amount  of  the  net  income  in  excess  of  the  credits 
provided  in  section   286;  and 

(8)  For  each  calendar  year  thereafter,  10  per  centum 
of  such  excess  amount. 

(b)  For  the  purposes  of  the  Act  approved  March  81, 
1918,  entitled  "An  Act  to  provide  for  the  operation  of 
transportation  systems  while  under  Federal  control,  for 
the  Just  compensation  of  their  owners  and  for  other 
purposes,"  flve-sixths  of  the  tax  imposed  by  parammpn 
(1)  of  subdivision  (a)  and  four-fifths  of  the  tax 
imposed  by  para^rraph  (2)  of  subdivision  (a)  shall  be 
treated  as  levied  by  an  Act  in  amendment  of  Title  I 
of  the  Revenue  Act  of  1917. 


Corporations 
Labor, 

Agricultural 
Mutual  Savings 

Banks 
Fraternal 

Organizations 
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Mutual 
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OoBAlttonal  and  Otliev  axempttoBS. 

SECTION  281.  That  the  following  organizaUona 
shall  be  exempt  from  taxation  under  this  title— 

(1)  Labor,  agricultural,  or  horticultural  organisa- 
tions; 

(2)  Mutual  savings  banks  not  having  a  capital  stock 
represented  by  shares; 

(8)  Fraternal  beneficiary  societies,  orders,  or  asso- 
ciations, (a)  operating  under  the  lodge  system  or  for 
the  exclusive  benefit  of  the  members  of  a  fraternity 
itself  operating  under  the  lodge  system,  and  (b)  pro- 
viding for  the  payment  of  life,  sick,  accident,  or  other 
benefits  to  the  members  of  such  society,  order,  or  asso- 
ciation or  their  dependents; 

(4)  Domestic  building  and  loan  associations  and  co- 
operative banks  without  capital  stock  organized  and 
operated  for  mutual  purposes  and  without  profit; 

(6)  Cemetery  companies  owned  and  operated  exclu- 
sively for  the  benefit  of  their  members; 

(6)  Corporations  organized  and  operated  exclusively 
for  religious,  charitable,  scientific,  or  educational  pur- 
poses, or  for  the  prevention  of  cruelty  to  children  or 
animals,  no  part  of  the  net  earnings  of  which  inures  to 
the  benefit  of  any  private  stockholder  or  individual; 

(7)  Business  leagues,  chambers  of  commerce,  or 
boards  of  trade,  not  organized  for  profit  and  no  part 
of  the  net  earnings  of  which  inures  to  the  benefit  of 
any  private  stockholder  or  individual; 

(8)  Civic  leagues  or  organizations  not  organized  for 
profit  but  operated  exclusively  for  the  promotion  of 
social    welfare; 

(9)  Clubs  organized  and  operated  exclusively  for 
pleasure,  recreation,  and  other  nonprofitable  purposes, 
no  part  of  the  net  earnings  of  which  inures  to  the 
benefit  of  any  private  stockholder  or  member; 

(10)  Farmers'  or  other  mutual  hail,  cyclone,  or  fire 
insurance  companies,  mutual  ditch  or  irrigation  com- 
panies, mutual  or  cooperative  telephone  companies,  or 
like  organizations  of  a  purely  local  character,  the  in- 
come of  which  consists  solely   of  assessments,   dues, 
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and  fees  collected  from  member*  for  the  sole  purpose 
of  meetinflT  expenses; 

(11)  Farmers'*  fruit  irrowers*,  or   like  associations.  Co-operative 
organised  and  operated  as  sales  agents  for  the  purpose 

of  marketing  the  products  of  members  and  turning 
back  to  them  the  proceeds  of  sales,  less  the  necessary 
selling  expenses,  on  the  basis  of  the  quantity  of  produce 
furnished  by  them; 

(12)  Corporations   organized  for  the   exclusive   pur-  Holding 
pose   of   holding    title   to   property,    collecting    income     Ck>mpanies 
therefrom,  and  turning  over  the  entire  amount  thereof, 

less  expenses,  to  an  organisation  which  itself  is  ex- 
empt from  the  tax  imposed  by  this  title; 

(IS)  Federal  land  banks  and  national  farm-loan  as-  Federal  Land 
sociations  as  provided  in   section   26   of   the  Act  ap-     Banks- 
proved  July  17,  1916,  entitled  "An  Act  to  provide  cap-     Farm  Loan 
ital  for  agricultural  development,   to  create  standard     Associations 
forms  of   investment   based   upon   farm   mortgage,   to 
equalise  rates  of  interest  upon  farm  loans,  to  furnish 
a  market  for  United  States  bonds,  to  create  Govern- 
ment depositaries  and  financial  agents  for  thd  United 
States,  and  for  other  purposes'*; 

(14)  Personal  service  corporations.  Personal 


Service 


Vet  Xnoome  DeflneAi 


SBCrriON  222.  That  in  the  case  of  a  corporation  "Net  Income" 
subject  to  the  tax  imposed  by  section  280  the  term 
"net  income"  means  the  gross  income  as  defined  in 
section  282  less  the  deductions  allowed  by  section  284, 
and  the  net  income  shall  be  computed  on  the'  same 
basis  as  is  provided  in  subdivision  (b)  of  section  212 
or  in  section  226. 

Qffoss  Xnoome  Deflned. 

SUCTION  288.     (a)  That  in  the  case  of  a  corporation  "Gross 
subject  to  the  tax  imposed  by  section   280   the  term      Income" 
"gross   income"    means   the    gross   income    as   defined 
in  section  212,  except  that: 

(1)  In  the  case  of  life  insurance  companies  there  Life 

shall   not   be   included   in   gross   income   such   portion      Insurance 
of  any  actual  premium  received  from  any   individual     Companies 
policyholder  as  is  paid  back  or  credited  to  or  treated  as 
an  abatement  of  premium  of  such  policyholder  within 
the  taxable  year. 

(2)  Mutual  marine  Insurance  companies  shall  Include  Mutual  Marine 
in  gross  income  the  gross  premiums  collected  and  re-      Insurance 
ceived  by  them  less  amounts  paid  for  reinsurance.  Companies 

(b)  In  the  case  of  a  foreign  corporation  gross  income  Foreign 
includes  only  the  gross  income  from  sources  within  Corporations 
the  United  States,  including  the  interest  on  bonds, 
notes,  or  other  interest-bearing  obligations  of  resi- 
dents, corporate  or  otherwise,  dividends  from  resident 
corporations,  and  including  all  amounts  received  (al- 
though paid  under  a  contract  for  the  sale  of  goods 
or  otherwise)  representing  profits  on  the  manufacture 
and  disposition  of  goods  within  the  United  States. 
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Beductloaa   Allowea. 


SECTION  284.  (a)  That  in  computing  the  net  in- 
come of  a  corporation  subject  to  the  tax  imposed  by 
section  230  there  shall  be  allowed  as  deductions: 

(1)  All  the  ordinary  and  necessary  expenses  paid 
or  incurred  during  the  taxable  year  in  carrying  on  any 
trade  or  business,  including  a  reasonable  allowance  for 
salaries  or  other  compensation  for  personal  services 
actually  rendered,  and  including  rentals  or  other  pay- 
ments required  to  be  made  as  a  condition  to  the  con- 
tinued ose  or  poeuMssion  of  property  to  which  the  oor- 
poration  has  not  taken  or  is  not  taking  title,  or  in  which 
it  has  no  equity; 

(2)  All  interest  paid  or  accrued  within  the  taxable 
year  on  its  indebtedness,  except  on  indebtedness  in- 
curred or  continued  to  purchase  or  carry  obligations 
or  securities  (other  than  obligations  of  the  United 
States  issued  after  September  24,  1917)  the  interest 
upon  which  is  wholly  exempt  from  taxation  under  this 
title  as  income  to  the  taxpayer,  or,  in  the  case  of  a 
foreign  corporation,  the  proportion  of  such  interest 
which  the  amount  of  its  gross  income  from  source* 
within  the  United  States  bears  to  the  amount  of  Its 
gross  income  from  all  sources  within  and  vithout  the 
United   States; 

(3)  Taxes  paid  or  accrued  within  the  taxable  year 
imposed  (a)  by  the  authority  of  the  United  States, 
except  income,  war  profits  and  excess-profits  taxes;  or 
(b)  by  the  authority  of  any  of  its  possessions,  except 
the'  amount  of  income,  war  profits  and  excess-profits 
taxes  allowed  as  a  credit  under  section  238;  or  (c)  by 
the  authority  of  any  State  or  Territory,  or  any  county, 
school  district,  municipality,  or  other  taxing  subdi- 
vision of  any  State  or  Territory,  not  including  those 
assessed  against  local  benefits  of  a  kind  tending  to 
increase  the  value  of  the  property  assessed;  or  (d>  in 
the  case  of  a  domestic  corporation,  by  the  authority 
of  any  foreign  country,  except  the  amount  of  income, 
war-profits  and  excess-profits  taxes  allowed  as  a  credit 
^under  section  238;  or  (e)  in  the  case  of  a  foreign  cor- 
poration, by  the  authority  of  any  foreign  country 
(except  income,  war-profits  and  excess-profits  taxes, 
and  taxes  assessed  against  local  benefits  of  a  kind 
tending  to  increase  the  value  of  the  property  assessed), 
upon,  the  property  or  business:  Provided,  That  in  the 
case  of  obligors  specified  in  subdivision  (b)  of  section 
821  no  deduction  for  the  payment  of  the  tax  imposed  by 
this  title  or  any  other  tax  paid  pursuant  to  the  con- 
tract or  provision  referred  to  in  that  subdivision,  shall 
be  allowed; 

(4)  Losses  sustained  during  the  taxable  year  and 
not  compensated  for  by  insurance  or  otherwise; 

(5)  Debts  ascertained  to  be  worthless  and  charged 
off  within  the  taxable  year; 

(6)  Amounts  lecelved  as  dividends  from  a  corpora- 
tion which  is  taxable  under  this  title  upon  its  net 
income,  and  amounts  received  as  dividends  from  a  per- 
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sonal  senrloe  corporation  out  of  earnings  or  profits  upon 
which  income  tax  has  been  imfR>Bed  by  Act  of  Congress; 

(7)  A  reasonable  allowance  for  the  exhaustion,  wear  Depreciation 
and  tear  of  property  used  in  the  trade  or  business,  in- 
cluding a  reasonable  allowance  for  obsolescence; 

(8)  In    the    case    of    buildings,    machinery,    equip-  Amortisation 
ment,  or  other  facilities,  constructed,  erected,  installed, 

or  acquired,  on  or  after  April  6,  1917,  for  the  produc- 
tion of  articles  contributing  to  the  prosecution  of  the 
present  war,  and  in  the  case  of  vessels  constructed  or 
acquired  on  or  after  such  date  for  the  transportation 
of  articles  or  men  contributing  to  the  prosecution  of 
the  prei^ent  war,  there  shall  be  allowed  a  reasonable 
deduction  for  the  amortisation  of  such  part  of  the 
cost  of  such  facilities  or  vessels  as  has  been  borne 
by  the  taxpayer,  but  not  again  including  any  amount 
otherwise  allowed  under  this  title  or  previous  acts  of 
Congress  as  a  deduction  in  computing  net  income.  At 
any  time  within  three  years  after  the  termination  of 
the  present  war  the  Commissioner  may,  and  at  the 
request  of  the  taxpayer  shall,  re-examine  the  return, 
and  if  he  then  finds  as  a  result  of  an  appraisal  or 
from  other  evidence  that  the  deduction  origrinally  al- 
lowed was  incorrect,  the  taxes  imposed  by  this  title 
and  by  Title  III  for  the  year  or  years  affected  shall 
be  redetermined;  and  the  amount  of  tax  due  upon  such 
redetermination,  if  any,  shall  be  paid  upon  notice  and 
demand  by  the  collector,  or  the  amount  of  tax  over- 
paid, if  any,  shall  be  credited  or  refunded  to  the  tax- 
payer in  accordance  with  the  provisions  of  section  252; 

(9)  In  the  case  of  mines,   oil  and   gas  wells,  other 
natural  deposits,   and   timber,  a  reasonable  allowance  Depletion 
for   depletion   and   for   depreciation    of   improvements, 
according  to  the  peculiar  conditions  in  each  case,  based 

upon  cost  including  cost  of  development  not  otherwise 
deducted:  Provided,  That  in  the  case  of  such  prop- 
erties acquired  prior  to  March  1,  1918,  the  fair  market 
ralue  of  the  property  (or  the  taxpayer's  interest  there- 
in) on  that  date  shall  be  taken  in  lieu  of  cost  up  to 
that  date:  Provided  further,  That  in  the  case  of 
mines,  oil  and  gas  wells,  discovered  by  the  taxpayer, 
on  or  after  March  1,  1918,  and  not  acquired  as  the  re- 
sult of  purchase  of  a  proven  tract  or  lease,  where  the 
fair  market  value  of  the  property  is  materially  dis- 
proportionate to  the  cost,  the  depletion  allowance  shall 
be  based  upon  the  fair  market  value  of  the  property 
at  the  date  of  the  discovery,  or  within  80  days  there- 
after; such  reasonable  allowance  in  all  the  above  cases 
to  be  made  under  rules  and  regulations  to  be  pre- 
scribed by  the  Commissioner  with  the  approval  of  the 
Secretary.  In  the  case  of  leases  the  deductions  allowed 
by  this  paragraph  shall  be*  equitably  apportioned  be- 
tween the  lessor  and  lessee; 

(10)  In   the  case  of   insurance  companies,   in  addi-  Insurance 
tion  to  the  above:    (a)   The  net  addition  required  by     Companies 
law  to  be   made  within   the   taxable  year   to   reserve 

funds  (including  in  the  case  of  assessment  insiirance 
companies  the  actual  deposit  of  sums  with  State  or 
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Territorial  offloers  pursuant  to  law  as  additions  to 
guarantee  or  reserve  funds);  and  (b)  the  sums  otlMr 
than  dividends  paid  within  the  taacable  jtBr  on  poUcj 
and  annuity  contracts; 

(11)  In  the  case  of  corporations  issuing  policies  cot- 
erlnc  life,  health  and  aooldent  Insuranoe  combined  In 
one  policy  issued  on  the  weekly  prenyum  payment  plan 
oontlnulnc  for  life  and  not  subject  to  cancellation.  In 
addition  to  the  above,  such  portion  of  the  net  addition 
(not  required  by  law)  made  within  the  taacable  year  to 
reserve  funds  as  the  O>mml88loner  finds  to  be  required 
for  the  protection  of  the  holders  of  such  policies  only; 

(12)  In  the  case  of  mutual  marine  insurance  com- 
panies, there  shall  be  allowed,  in  addition  to  the  deduc- 
tions allowed  in  paragraphs  (1)  to  (10),  inclusive, 
amounts  repaid  to  policyholders  on  account  of  premiums 
previously  paid  by  them,  and  interest  paid  upon  such 
amounts  between  the  ascertainment  and  the  payment 
thereof; 

(IS)  In  the  case  of  mutual  Insuranoe  companies 
(other  than  mutual  life  or  mutual  marine  insurance 
companies)  requlrlnc  their  members  to  make  premium 
deposits  to  provide  for  losses  and  expenses,  there  shall 
be  allowed,  in  addition  to  the  deductions  allowed  In 
paragraphs  (1)  to  (10),  inclusive  (unless  otherwise  al- 
lowed under  such  paragraphs),  the  amount  of  premium 
deposits  returned  to  their  policyholders  and  the  amount 
of  premium  deposits  retained  for  the  payment  of  losses, 
expenses,  and  reinsurance  reserves; 

(14)  (a)  At  the  Ume  of  flllnc  return  for  the  taxable 
year  1918  a  taxpayer  may  file  a  claim  in  abatement 
based  on  the  fact  that  he  has  sustained  a  substantial 
loss  (whether  or  not  actually  realized  by  sale  or  other 
disposition)  resulting  from  any  material  reduction  (not 
due  to  temporary  fluctuation)  of  the  value  of  the  In- 
ventory for  such  taxable  year,  or  from  the  actual  pay- 
ment after  the  close  of  such  taxable  year  of  retMites 
in  pursuance  of  contracts  entered  into  during  such 
year  upon  sales  made  during  such  year.  In  such  case 
payment  of  the  amount  of  the  tax  covered  by  such 
claim  shall  not  be  required  until  the  claim  is  decided, 
but  the  taxpayer  shall  accompany  his  claim  with  a  bond 
in  double  the  amount  of  the  tax  covered  by  the  claim, 
with  sureties  satisfactory  to  the  Conunlssloner,  con- 
ditioned for  the  payment  of  any  part  of  such  tax  found 
to  be  due,  with  interest.  If  any  part  of  such  claim  Is 
disallowed  then  the  remainder  of  the  tax  due  shall  on 
notice  and  demand  by  the  Collector  be  paid  by  the  tax- 
payer with  Interest  at  the  rate  of  1  per  oentum  per 
month  from  the  time  the  tax  would  have  been  due  had 
no  such  claim  been  filed.  If  it  is  shown  to  the  satis- 
faction of  the  Commissioner  that  such  substantial  loss 
has  been  sustained,  then  in  computing  the  taxes  im- 
posed by  this  title  and  by  Title  III  the  amount  of  such 
loss  shall  be  deducted  from  the  net  income,  (b)  If  no 
such  claim  is  filed,  but  It  is  shown  to  the  satisfaction 
of  the  Commissioner  that  during  the  taxable  year  1911 
the  taxpayer  has  sustained  a  substantial  loss  of  the 
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character  above  described  then  the  amount  of  such 
loss  shall  be  deducted  from  the  net  income  for  the  tax- 
able year  1918  and  the  taxes  Imposed  by  this  title  and 
by  Title  III  for  such  year  shall  be  redetermined  accord- 
inglj.  Any  amount  found  to  be  due  to  the  taxpayer 
upon  the  basis  of  such  redetermination  shall  be  cred- 
ited or  refunded  to  the  taxpayer  in  accordance  with  the 
provisions  of  section  262. 

(b)  In  the  case  of  a  forelgrn  corporation  the  deduc- Foreign 
tion  allowed  iti  subdivision   (a),  except  those  allowed     Corporation 
in  paraerraph   (2)  and  in  clauses  (a),   (b),  and    (c)  of  -Deductions 
paragraph  (3),  shall  be  allowed  only  if  and  to  the  ex- 
tent that  they  are  connected  with  income  arising  from 
a  source  within  the  United  States;  and  the  proper  ap- 
portionment and  allocation  of  the  deductions  with  re- 
spect  to   sources  of   income   within   and   without   the 
United  States  shall  be  determined  under  rules  and  regu- 
lations prescribed  by  the  Commissioner  with  the  ap- 
proval of  the  Secretary. 

Items  Vot  Deductible  Items  Not 

Deductible 
SECTION   285.     That   in   computing   net   income   no 
deduction  shall  in  any  case  be  allowed  in  respect  ot 
any  of  the  items  specified  in  section  216. 

Credits  Allowed.  Credits 

Allowed 
SECTION  286.    That  for  the   purpose  only  of  the     vs.  Income 
tax  imposed  by  section  280  there  shall  be  allowed  the 
following  credits: 

(a)  The  amount  received  as  interest  upon  obligations  Interest 
of   the  United   States   and   bonds   issued  by   the  War 
finance  Corporation,  which  is  included  in  gross  income 

under  section  288; 

(b)  The  amount  of  any  taxes  imposed  by  Title  III  Taxes 
for  the  same  taxable  year:    Provided,  That  In  the  case 

of  a  corporation  which  makes  return  for  a  fiscal  year 
beginning  in  1917  and  ending  in  1918,  in  computing  the 
tax  as  provided  in  subdivision  (a)  of  section  206,  the 
tax  computed  for  the  entire  period  under  Title  II  of 
the  Revenue  Act  of  1917  shall  be  credited  against  the 
net  income  computed  for  the  entire  period  under  Title  I 
of  the  Revenue  Act  of  1916  as  amended  by  the  Revenue 
Act  of  1917  and  under  Title  I  of  the  Revenue  Act  of 
1917,  and  the  tax  computed  for  the  entire  period  under 
Title  in  of  this  Act  at  the  rates  prescribed  for  the 
calendar  year  1918  shall  be  credited  against  the  net 
income  computed  for  the  entire  period  under  this  title; 
and 

(c)  In  I  the  case  of  a  domestic  corporation,  |2,000.      Exemption 

Payment  of  Tax  At  flonxee. 

Foreign 
OTBCTION  88T.    That  In  the  case  of  foreign  corpo-     Corporation 
rations   subjt^t  to   taxation   under   this   title   not   en-     Tax  on 
gaged  in  trade  or  business  within  the  United  States     Income  to  Be 
and  not  having  any  office  or  place  of  business  therein*     Withheld 
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.there  shall  be  deducted  and  withheld  at  the  source  in 
the  same  manner  and  upon  the  same  Items  of  income 
as  is  provided  in  section  221  a  tax  equal  to  10  per 
centum  thereof,  and  such  tax  shall  be  returned  and 
paid  in  the  same  manner  and  subject  to  the  same  con- 
ditions as  provided  in  that  section:  Provided,  That 
"Tax-free  In   the   case   of   interest   described   in   subdivision    (b) 

Bonds"  of   that   section   the   deduction   and    withholding   shall 

be  at  the  rate  of  2  per  centum. 


Credit  for 
Income, 
War  Profits 
and  Ehccess 
Profits  Taxes 


Satisfactory 
SMdence 
Required 


Fiscal  Year — 
Credit 
for  Taxes 


Credit  fox  Taxes. 

SECTION  238.  (a)  That  in  the  case  of  a  domestic 
corporation  the  total  taxes  imposed  for  the  taxable 
srear  by  this  title  and  by  Title  III  shall  be  credited 
with  the  amount  of  any  income,  war-profits  and  excess- 
profits  taxes  paid  duriner  the  taxable  year  to  any  for- 
eign country,  upon  income  derived  from  sources  there- 
in, or  to  any  possession  of  the  United  States. 

If  accrued  taxes  when  paid  differ  from  the  amounts 
claimed  as  credits  by  the  corporation,  or  if  any  tax 
paid  is  refunded  in  whole  or  in  part,  the  corporation 
shall  at  once  notify  the  Commissioner  who  shall  re- 
determine the  amount  of  the  taxes  due  under  this  title 
and  under  Title  III  for  the  year  or  years  affected,  and 
the  amount  of  taxes  due  upon  such  redetermination,  if 
any,  shall1>e  paid  by  the  corporation  upon  notice  and 
demand  by  the  Collector,  or  the  amount  of  taxes  over- 
paid, if  any,  shall  be  credited  or  refunded  to  the  cor- 
poration in  accordance  with  the  provisions  of  section 
252.  In  the  case  of  such  a  tax  accrued  but  not  paid, 
the  Commissioner  as  a  condition '  precedent  to  the  al- 
lowance of  this  credit  may  require  the  corporation  to 
give  a  bond  with  sureties  satisfactory  to  and  to  be 
approved  by  him  in  such  penal  sum  as  he  may  require, 
conditioned  for  the  payment  by  the  taxpayer  of  any 
amount  of  taxes  found  due  upon  any  such  redetermina- 
tion; and  the  bond  herein  prescribed  shall  contain  such 
further  conditions  as  the  Commissioner  may  require. 

(b)  This  credit  shall  be  allowed  only  if  the  taxpayer 
furnishes  evidence  satisfactory  to  the  Commissioner 
showing  the  amount  of  income  derived  from  sources 
within  such  foreign  country  or  such  i>ossession  of  the 
United  States,  as  the  case  may  be,  and  all  other  in- 
formation necessary  for  the  computation  of  such 
credit. 

(c)  If  a  domestic  corporation  makes  a  return  for  a 
fiscal  year  beginninflr  in  1917  and  ending  in  1918,  only 
that  proportion  of  this  credit  shall  be  allowed  which 
the  part  of  such  period  within  the  calendar  year  1918 
bears  to  the  entire  period.  - 


CkixporatioB  Setimuk 


Retumfl  SECTION    289.     That   every    corporation    subject   to 

taxation  under  this  title  and  every  personal  service 
corporation  shall  make  a  return,  stating  specifically 
the  items  of  its  gross  Income  and  the  deductions  and 
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credits  allowed  by  this  title.  The  return  shall  be 
sworn  to  by  the  president,  vice-president,  or  other 
principal  officer  and  by  the  treasurer  or  assistant 
treasurer.  If  any  foreign  corporation  has  no  office  or 
place  of  business  in  the  United  States  but  has  an 
agent  in  the  United  States,  the  return  shall  be  made 
by  the  agent.  In  cases  where  receivers,  trustees  in 
bankruptcy,  or  assigmees  are  operating  the  property  or 
business  of  corporations,  such  receivers,  trustees,  or 
assignees  shall  maJce  returns  for  such  corporations 
In  the  same  manner  and  form  as  corporations  are  re- 
quired to  make  returns.  Any  tax  due  on  the  basis  of 
such  returns  made  by  receivers,  trustees,  or  assignees 
shall  be  collected  in  the  same  manner  as  if  collected 
from  the  corporations  of  whose  business  or  property 
they   have  custody  and  oontroL 

Returns  made  under  this  section  shall  be  subject 
to  the  provisions  of  sections  226  and  228. 

When  return  is  made  under  section  226  the  credit 
provided  in  subdivision  (c)  of  section  286  shall  be 
reduced  to  an  amount  which  bears  the  same  ratio  to 
the  full  credit  therein  provided  as  the  number  of 
months  in  the  period  for  which  such  return  Is  made 
bears  to  twelve  months. 

OonsoUdated  Betnms. 


SBCTION  240.     (a)  That  corporations  which  are  af- Consolidated 
filiated  within  the  meaning  of  this  section  shall,  under     Returns  of 
regulations  to  be  prescribed  by  the  Commissioner  with     Income  and 
the  approval  of  the  Secretary,  make  a  consolidated  re-     Invested 
turn  of  net  income  and  invested  capital  for  the  pur-     CapitaL 
poses  of  this  title  and  Title  III,  and  the  taxes  there- 
under   shall    be   computed    and    determined    upon    the 
basis  of  such  return:     Provided,  That  there  shall  be 
taken  out  of  such  consolidated  net  income  and  invested 
capital,   the  net   income  and   invested   capital  of  any 
such  affiliated  •corporation  organised   after  August  1, 
1914,  and  not  successor  to  a  then  existing  business,  SO 
per  centum  or  more  of  whose  gross  income  consists  of 
gains,   profits,   commissions,  or  other  income,   derived 
from  a  government  contract  or  contracts  made  between 
April  6,  1917,  and  November  11,  1918,  both  dates  inclu- 
sive.    In  such  case  the  corporation  so  taken  out  shall 
be  separately  assessed  on  the  basis  of  its  own  invested 
capital  and  net  income  and  the  remainder  of  such  af- 
filiated group  shall  be  assessed  on  the  basis  of  the  re- 
maining consolidated  invested  capital  and  net  income. 

In  any  case  in  which  a  tax  is  assessed  upon  the 
basis  of  a  cox>sol!dated  return,  the  total  tax  shall  be 
computed  in  the  first  instance  as  a  unit  and  shall  then 
be  assessed  upon  the  respective  affiliated  corporations 
in  such  proportions  as  may  be  agreed  upon  among 
them,  or.  in  the  absence  of  any  such  agreement,  then 
on  the  basis  of  the  net  income  properly  assignable  to 
each.  There  shall  be  allowed  in  computing  the  Income 
tax  only  one  specific  credit  of  $2,000  (as  provided  in 
section  286);  in  computing  the  war-profits  credit   (as 


APPENDIX  PAGE  81 


Digitized  by  VjOOQIC 


BBYBNUB    ACT    OF    1918 


AfflllAt«d 

Corpomtlons 


Domestic 
CorpomtlOB 
Owning 
Majorltr 
Stock  of 
Forolffn 
CorpomtlOB 


provided  in  aection  811)  only  (me  epedflc  ezemptloa  of 
18,000;  and  in  oomputlns  the  exoeae-proflts  credit  (M 
provided  in  eeotion  811)  only  one  epeolflc  exemption  of 
18.000. 

(b)  For  the  purpose  of  this  section  two  or  more  do- 
mestic corporations  shall  be  deemed  to  be  affiliated  (1) 
If  one  corporation  owns  directly  or  controls  throucfa 
closely  affiliated  Interests  or  by  a  nominee  or  nominees 
substantially  all  the  stock  of  the  other  or  others,  or  (t) 
if  substantially  all  the  stock  of  two  or  more  corpora- 
tions is  owned  or  controlled  by  the  same  interests. 

(c)  For  the  purposes  of  section  188  a  domestic  oor* 
poration  which  owns  a  majority  of  the  voting  stock  of 
a  foreign  corporation  shall  be  deemed  to  have  paid  the 
same  proportion  of  any  income,  war-proflts  and  excess 
profits  taxes  paid  (but  not  Indudlnc  taxes  accrued)  by 
such  foreign  corporation  during  the  taxable  year  to  any 
foreign  country  or  to  any  possession  of  the  United 
States  upon  Income  derived  from  sources  without  the 
United  States,  which  the  amount  of  any  dividends  (not 
deductible  under  section  184)  received  by  such  domes- 
tic corporation  from  such  foreign  corporation  during 
the  taxable  year  bears  to  the  total  taxable  Income  of 
such  foreign  corporation  upon  or  with  respect  to  which 
such 'taxes  were  paid:  Provided,  That  in  no  such  case 
shall  the  amount  of  the  credit  for  such  taxes  exceed 
the  amount  of  euch  dividends  (not  deductible  under  sec- 
tion 284)  received  by  such  domestic  corporation  during 
the  taxable  year. 


Time  and  Place  for  TtWag  metozna. 

Time  and  SECTION    241.     (a)  That    returns    of    corporations 

Plaoe  for        shall  be  made  at  the  same  time  as  is  provided  In  suD- 
Flllng  division   (a)  of  section  127. 

Returns  (b)  Returns  shall  be  made  to  the  collector  of  the 

district  in  which  is  located  the  principal  place  of 
business  or  principal  office  or  agency  of  the  corpora- 
tion, or,  if  it  has  no  principal  place  of  business  or 
principal  office  or  agency  in  the  United  States,  then  to 
the  collector  at  Baltimore,  Maryland. 


PART    XT.— ad: 


Payment  of 
Taxes 

to  be  PaM 
In  Four 
Installments 


Bxtenslon  of 
Time  for 
Filing 
Returns 


Payment  of  Taxes. 

SBCrriON  250.  (a)  That  except  as  otherwise  pro- 
vided in  this  section  and  sections  221  and  287  the  tax 
shall  be  paid  In  four  installments,  each  consisting  of 
one-fourth  of  the  total  amount  of  the  tax.  The  first 
Installment  shall  be  paid  at  the  time  fixed  by  law  for 
filing  the  return,  and  the  second  Installment  shall  be 
paid  on  the  fifteenth  day  of  the  third  month,  the  third 
Installment  on  the  fifteenth  day  of  the  sixth  month, 
and  the  fourth  Installment  on  the  fifteenth  day  of  the 
ninth  month,  after  the  time  fixed  by  law  for  filing 
the  return.     Where  an  extension  of  time  for  filing  a 
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return  is  granted  the  time  for  payment  of  the  first  in- 
stallment shall  be  postponed  until  the  date  of  the  ex- 
piration of  the  period  of  the  extension,  but  the  time 
for  payment  of  the  other  installments  shall  not  be  post- 
poned unless  the  Commissioner  so  provides  in  crantins 
the  extension.  In  any  case  in  which  the  time  for  the 
payment  of  any  installment  is  at  the  request  of  the  tax- 
payer thus  postponed,  there  shall  be  added  as  part 
of  such  installment  interest  thereon  at  the  rate  of  H  of 
1  per  oentnm  per  month  from  the  time  it  would  have 
been  due  if  no  extension  had  been  srranted,  until  paid. 
If  any  installment  is  not  paid  when  due,  the  whole  " 

amount  of  the  tax  unpaid  shall  become  due  and  pay- 
able upon  notice  and  demand  by  the  collector. 

The  tax  may  at  the  option  of  the  taxpayer  be  paid  Tax  May  be 
in   a    single   payment   instead   of   in    installments,    in     Paid  in 
which  case  the  total  amount  shall  be  paid  on  or  before     Singto 
the  time  fixed  by  law  for  filing  the  return,  or,  where  an     Payment 
extension  of  time  for  filing  the  return  has  been  granted, 
on  or  before  the  expiration  of  the  period  of  such  ex- 
tension. 

(b)  As  soon  as  practicable  after  the  return  is  filed.  Excess 

the  Commissioner  shall  examine  it.    If  it  then  appears     Installment 

that  the  correct  amount  of  the  tax  is  greater  or  less     Payment 

than  that  shown  In  the  return,  the  installments  shall 

be  recomputed.     If  the  amount  already  paid  exceeds 

that  which  should  have  been  paid  on  the  basis  of  the 

installments  as  recomputed,  the  excess  so  paid  shall 

be  credited  against  the  subsequent  installments;  and 

if  the  amount  already  paid  exceeds  the  correct  amount 

of  the  tax,  the  excess  shall  be  credited  or  refunded  to 

the    taxpayer    in    accordance   with    the    provisions   of 

section  25t. 

If  the  amount  already  paid  is  less  than  that  which  When 
should   have   been    paid,    the   difference   shall,    to   the     Installment 
extent   not  covered   by   any   credits   then   due   to   the     Payment  is 
taxpayer  under  section  252,  be  paid  upon  notice  and     Too  Small 
demand  by  the  collector.     In  such  case  if  the  return 
is  made  in  good  faith  and  the  understatement  of  the 
amount  in  the  return  is  not  due  to  any  fault  of  the 
taxpayer,  there  shall  be  no  penalty  because  of  such 
understatement.    If  the  understatement  is  due  to  negli- 
gence on  the  part  of  the  taxpayer,  but  without  intent  to 
defraud,  there  shall  be  added  as  part  of  the  tax  6  per 
centum   of   the  total   amount   of   the   deficiency,    plus 
interest  at  the  rate  of  1   per  centum  per  month  on 
the  amount  of  the  deficiency  of  each  installment  from 
the  time  the  installment  was  due. 

If  the  understatement  is  false  or  fraudulent  with  False  or 
intent  to  evade  the  tax,  then,  in  lieu  of  the  penalty     Fraudulent 
provided  by  section  3176  of  the  Revised  Statutes,  as     Understate- 
amended,    for    false   or    fraudulent    returns    willfully     ment 
made,  but  in  addition  to  other  penalties  provided  by 
law   for  false   or   fraudulent   returns,   there   shall   be 
added  as  part  of  the  tax  SO  per  centum  of  the  amount 
of  the  deficiency. 

(c)  If  the  return  is  made  pursuant  to  section  8176  Failure  to 

of  the  Revised  Statutes  as  amended,   the  amount  of     Make   Return 
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tax  determlDed  to  h%  due  under  much  return  shAll  be 
paid  upon  notioe  and  demand  hj  the  collectdr. 

Aaaeaameot  Ma*  <d)  Except  in  the  ease  of  false  or  fraudulent  re- 
turns with  intent  to  evade  the  tax,  the  amount  of 
tax  due  under  any  return  shall  be  determined  and 
assessed  by  the  Commissioner  within  five  years  after 
the  return  was  due  or  was  made,  and  no  suit  or  pro- 
oeedlnc  for  the  collection  of  any  tax  shall  be  be^un 
aftsr  the  expiration  of  five  years  after  the  date  when 
the  return  was  due  or  was  made.  In  the  case  of  such 
false  or  fraudulent  returns,  the  amount  of  tax  due 
may  be  determined  at  any  time  after  the  return  is 
flled,  and  the  tax  may  be  collected  at  any  time  after 
It  becomes  due. 

(e)  If  any  tax  remains  unpaid  after  the  date  when 
It  is  due,  and  for  ten  days  after  notice  and  demand 
by  the  collector,  then,  except  in  the  case  of  estates 
of  insane,  deceased,  or  insolvent  persons,  there  shall 
be  added  as  part  of  the  tax  the  sum  of  6  per  oentom 
on  the  amount  due  but  unpaid,  plus  interest  at  the 
rate  of  1  per  centum  per  month  upon  such  amount  from 
the  time  it  became  due:  Provided,  That  as  to  any 
such  amount  which  is  the  subject  of  a  bona  fide  claim 
for  abatement  such   sum  of  6   per  centum   shall  not 

I  be  added  and  the  interest  from  the  time  the  amount 
due  until  the  claim  is  decided  shall  be  at  the  rate 
of  %  of  1  per  centum  per  month. 

In  the  case  of  the  first  installment  provided  for  In 
subdivision  (a)  the  instructions  printed  on  the  return 
shall  be  deemed  sufficient  notice  of  the  date  wheh 
the  tax  is  due  and  sufficient  demand,  and  the  tax- 
payers' computation  of  the  tax  on  the  return  shall 
be  deemed  sufficient  notice  of  the  amount  due. 

(f)  In  any  case  in  which  in  order  to  enforce  pay- 
ment of  a  tax  it  is  necessary  for  a  collector  to  cause 
a  warrant  of  distraint  to  be  served,  there  shall  alao 
be  added  as  part  of  the  tax  the  sum  of  |6. 

Bvaaioa  of  tax  ^^^  ^  ^®  Commissioner  finds  that  a  taxpayer  de- 
signs quickly  to  depart  from  the  United  States  or  to 
remove  his  property  therefrom,  or  to  conceal  himself 
or  his  property  therein,  or  to  do  any  other  act  tending 
to  prejudice  or  to  render  wholly  or  partly  ineffectual 
proceedings  to  collect  the  tax  for  the  taxable  year 
then  last  past  or  the  taxable  year  then  current  -unless 
such  proceedings  be  brought  without  delay,  the  Com- 
missioner shall  declare  the  taxable  period  for  such 
taxpayer  terminated  at  the  end  of  the  calendar  month 
then  last  past  and  shall  cause  notice  of  such  finding 
and  declaration  to  be  given  the  taxpayer,  together 
with  a  demand  for  immediate  pasrment  of  the  tax  for 
the  taxable  period  so  declared  terminated  and  of  the 
tax  for  the  preceding  taxable  year  or  so  much  of  said 
tax  as  is  unpaid,  whether  or  not  the  time  otherwise 
allowed  by  law  for  filing  return  and  paying  the  tax 
has  expired;  and  such  taxes  shall  thereupon  become 
immediately  due  and  payable.  In  any  action  or  suit 
brought  to  enforce  payment  of  taxes  made  due  and 
payable    by    virtue    of    the    provisions    of    this    sub< 
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lUvlalon  the  finding  of  the  CommlMloner,  made  aa 
herein  proTlded,  whether  made  after  notice  to  the  tax- 
payer or  not,  shall  be  for  all  purposes  presamptive 
evldenee  of  the  taxpayer's  design.  A  taxpayer  who 
is  not  in  default  in  maklner  any  return  or  payinc  in- 
come, war  profits,  or  excess-profits  tax  under  any  Act 
of  Congress  may  furnish  to  the  United  States,  under 
regulations  to  be  prescribed  by  the  Commissioner  with 
the  approval  of  the  Secretary,  security  approved  by 
the  Commissioner  that  he  will  duly  make  the  return 
next  thereafter  required  to  be  filed  and  pay  the  tax 
next  thereafter  required  to  be  paid.  The  Commissioner 
may  approve  and  accept  in  like  manner  security  for 
return  and  payment  of  taxes  made  due  and  payable 
by  virtue  of  the  provisions  of  this  subdivision,  pro- 
vided the  taxpayer  has  paid  in  full  all  other  income, 
war  profits,  or  excess-profits  taxes  due  from  him  under 
any  Act  of  Congress.  If  security  is  approved  and 
accepted  pursuant  to  the  provisions  of  this  subdivision 
and  such  further  or  other  security  with  respect  to  the 
tax  or  taxes  covered  thereby  is  given  as  the  Commis- 
sioner shall  from  time  to  time  find  necessary  and 
require,  payment  of  such  taxes  shall  not  be  enforced 
by  any  proceedings  under  the  provisions  of  this  sub- 
division prior  to  the  expiration  of  the  time  otherwise 
allowed  for  paying  such  respective  taxes. 

meceiptfl  for  Taxes. 

SECTION  251.  That  every  collector  to  whom  any  Receipts  for 
payment  of  any  tax  is  made  under  the  provisions  of  Taxes  Given 
this  title  shall  upon  request  give  to  the  person  mak-  Upon 
ing  such  payment  a  full  written  or  printed  receipt,  Request 
stating  the  amount  paid  and  the  particular  account  for 
which  such  payment  was  made;  and  whenever  any 
debtor  pays  taxes  on  account  of  payments  made  or  to 
be  made  by  him  to  separate  creditors  the  collector  shall, 
if  requested  by  such  debtor,  give  a  separate  receipt  for 
the  tax  paid  on  account  of  each  creditor  in  such  form 
that  the  debtor  can  conveniently  produce  such  receipts 
separately  to  his  several  creditors  in  satisfaction  of 
their  respective  demands  up  to  the  amounts  stated  in 
the  receipts;  and  such  receipt  shall  be  sufficient  evi- 
dence in  favor  of  such  debtor  to  Justify  him  in  with- 
holding from  his  n^xt  payment  to  his  creditor  the 
amount  therein  stated;  but  the  creditor  may,  upon 
giving  to  his  debtor  a  full  written  receipt  acknowledg- 
ing the  payment  to  him  of  any  sum  actually  paid  and 
accepting  the  amount  of  tax  paid  as  aforesaid  (specify- 
ing the  same)  as  a  further  satisfaction  of  the  debt  to 
that  amount,  require  the  surrender  to  him  of  such  col- 
lector's receipt. 

mefnaAs. 

SECTION  252.     That  if,  upon  examination  of  any  re-  Refund  and 
turn  of  income  made  pursuant  to  this  Act,  the  Act  of     Credit  of 
August  6,  1909,  entitled  "An  Act  to  provide  revenue.      Tax 
equalise  duties,  and  encourage  the  industries  of  the 
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United  States,  and  for  other  purposes,"  the  Act  of  Oc- 
tober S,  191t,  entitied  "An  Act  to  reduoe  tariff  dnUes 
and  to  provide  revenue  for  the  Oovemment,  and  for 
other  purposes,"  the  Revenue  Act  of  1916,  as  amended, 
or  the  Revenue  Act  of  1917,  It  appears  that  an  amount 
of  Income,  war  profits  or  excess-profits  tax  has  been 
paid  In  excess  of  that  properly  due,  then,  notwithstand- 
ing the  provisions  of  section  8228  of  the  Revised  Stat- 
utes, the  amount  of  the  excess  shall  be  credited  against 
any  Income,  war  profits  or  excess-profits  taxes,  or  In- 
stallment thereof,  then  due  from  the  taxpayer  under 
any  other  return,  and  any  balance  of  such  excess  shall 
be  Inmiedlately  refunded  to  the  taxpayer:  Provided, 
That  no  such  credit  or  refund  shall  be  allowed  or  made 
after  five  years  from  the  date  when  the  return  was  due^ 
unless  before  the  expiration  of  such  five  years  a  claim 
therefor  Is  filed  by  the  taxpayer. 


Penalties  SEXTTION  268.    That  any  Individual,  corporation,  or 

partnership  required  under  this  title  to  pay  or  collect 
any  tax,  to  make  a  return  or  to  supply  Information, 
who  falls  to  pay  or  collect  such  tax,  to  make  such  re- 
turn, or  to  supply  such  Information  at  the  time  or 
times  required  under  this  title,  shall  be  liable  to  a 
penalty  of  not  more  than  $1,000.  Any  Individual,  cor- 
poration, or  partnership,  or  any  officer  or  employee  of 
any  corporation  or  member  or  employee  of  a  partner- 
ship, who  willfully  refuses  to  pay  or  collect  such  tax, 
to  make  such  return,  or  to  supply  such  Information  at 
the  time  or  times  required  under  this  title,  or  who  will- 
fully attempts  In  any  manner  to  defeat  or  evade  the 
tax  Imposed  by  this  title,  shall  be  ffullty  of  a  mis- 
demeanor and  shall  be  fined  not  more  than  $10,000  or 
Imprisoned  for  not  more  than  one  year,  or  both,  to- 
erether  with  the  costs  of  prosecution. 

Xetnnis  of  Fayments  of  DIvtdsnds. 

■••a 

Return  of  SECTIO'N  264.     That  every  corporation  subject  to  the 

Payments  of  tax  Imposed  by  this  title  and  every  personal  service 
Dividends  corporation  shall,  when  required  by  the  Commissioner, 
render  a  correct  return  duly  verified  under  oath,  of  Its 
payments  of  dividends,  stating  the  name  and  address 
of  each  stockholder,  the  number  of  shares  owned  by 
him,  and  the  amount  of  dividends  paid  to  him. 


of 


Returns  of 
Information 


SECTION  266.  That  every  Individual,  corporation,  or 
partnership  doln^  business  as  a  broker  shall,  when  re- 
quired by  the  Commissioner,  render  a  correct  return 
duly  verified  under  oath,  under  such  rules  and  reflrula- 
tlons  as  the  Commissioner,  with  the  approval  of  the 
Secretary,  may  prescribe,  showing  the  names  of  cus- 
tomers for  whom  such  Individual,  corporation,  or  part- 
nership has  transacted  any  business,  with  such  details 
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as  to  the  profits,  losses  or  other  Infomation  which  the 
Oommlssioner  may  require,  as  to  each  of  such  cus- 
tomers, as  will  enable  the  Oommlssioner  to  determine 
whether  all  Income  tax  due  on  profits  or  ^Ins  of  such 
customers  has  been  paid. 

iBf ofmatloa  at  Sovroa. 

8BCTION  266.  That  all  individuals,  corporations.  Information  at 
and  partnerships.  In  whatever  capacity  aotlnff,  Indud-  Source 
lUC  lessees  or  mortgagors  of  real  or  personal  property, 
fiduciaries,  and  employers,  making  payment  to  another 
Individual,  corporation,  or  partnership,  of  Interest,  rent, 
salaries,  wages,  premiums,  annuities,  compensations,  re- 
munerations, emoluments,  or  other  fixed,  or  determln-  i 
able  gains,  profits,  and  Income  (other  than  payments 
described  In  sections  t64  and  166),  of  $1,000  or  more  In 
any  taxable  year,  or,  In  the  case  of  such  payments  made 
by  the  United  States,  the  oflloers  or  employees  of  the 
United  States  having  Information  as  to  such  payments 
and  required  to  make  returns  In  regard  thereto  by  the 
regulations  hereinafter  provided  for,  shall  render  a  true 
and  accurate  return  to  the  Commissioner,  under  such 
regulations  and  In  such  form  and  manner  and  to  such 
extent  as  may  be  prescribed  by  him  with  the  approval 
of  the  Secretary,  setting  forth  the  amount  of  such 
gains,  profits,  and  Income,  and  the  name  and  address 
of  the  recipient  of  such  payment. 

Such  returns  may  be  required,  regardless  of  amounts,  Payments  of 
(1)   In  the  case  of  payments  of  Interest  upon  bonds.     Interest  on 
mortgages,  deeds  of  trust,  or  other  similar  obligations     Bonds, 
of  corporations,  and   (2)   In  the  case  of  collections  of     Mortgages 
Items   (not  payable  In  the  United  States)   of  interest     Btc. 
upon  the  bonds  of  foreign  countries  and  Interest  upon 
the  bonds  of  and  dividends  from  foreign  corporations 
by  Individuals,  corporations,  or  partnerships,  undertak- 
ing as  a  matter  of  business  or  for  profit  the  collection 
of  foreign  payments  of  such  Interest  or  dividends  by 
means  of  coupons,  checks,  or  bills  of  exchange. 

When  necessary  to  make  effective  the  provisions  of 
this  section  the  name  and  address  of  the  recipient  of 
income  shall  be  furnished  upon  demand  of  the  Individ- 
ual, corporation,  or  partnership  paying  the  income. 

The  provisions  of  this  section  shall  apply  to  the  cal- 
endar year  1918  and  each  calendar  year  thereafter,  but 
shall  not  apply  to  the  payment  of  Interest  on  obliga- 
tions of  the  United  SUtes. 


Betonui  to  be  VubUo  BeoorOs. 

SECTION  267.     That  returns  upon  which  the  tax  has  Returns  to  be 
been  determined  by  the  Commissioner  shall  constitute     Public 
public  records;  but  they  shall  be  open  to  Inspection  only     Records 
upon  order  of  the  President  and  under  rules  and  regu- 
lations prescribed  by  the  Secretary  and  approved  by 
the  President:   Provided,  That  the   proper  officers  of 
any  State  imposing  an  Income  tax  may,  upon  the  re- 
quest of  the  governor  thereof,  have  access  to  the  re- 
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turns  of  any  corporation,  or  to  an  abstract  theraof 
ahowinff  the  name  and  Uicome  of  the  corporation,  at 
Buoh  tlmea  and  in  such  manner  aa  the  Secretary  may 

Bzamination  of  prescribe:  Provided  further.  That  all  bona  fide  stock- 
Returns  holders  of  record  owning  1  per  centum  or  more  of  the 
outstandlnc  stock  of  any  corporation  shall,  upon  mak* 
Inff  request  of  the  Commissioner,  be  allowed  to  examine 
the  annual  Income  returns  of  such  corporation  and  of 
its  subsidiaries.  Any  stcMskholder  who  pursuant  to  the 
provisions  of  this  section  is  allowed  to  examine  the  re- 
turn of  any  corporation,  and  who  makes  known  in  any 
manner  whatever  not  provided  by  law  the  amount  or 
source  of  income,  profits,  losses,  expenditures,  or  any 
particular  thereof,  set  forth  or  disclosed  in  any  su6h 
return,  shall  be  guilty  of  a  misdemeanor  and  be  pun* 
ished  by  a  fine  not  exceedinc  ll>000,  or  by  imprison- 
ment not  exceeding  one  year,  or  both. 

List  of  Persons  The  Commissioner  shall  as  soon  as  practicable  in 
each  year  cause  to  be  prepared  and  made  available  to 
public  inspection  in  such  manner  as  he  may  determine, 
in  the  oflSoe  of  the  collector  in  each  internal-revenue 
district  and  in  such  other  places  as  he  may  determine, 
lists  containing  the  names  and  the  post-office  addresses 
of  all  Individuals  making  income-tax  returns  in  such 
district. 

Pnblleation  of 


Returns 


Publication  of  SECTION  25S.  That  the  Commissioner,  with  the  ap- 
Statlatlea  proval  of  the  Secretary,  shall  prepare  and  publish  an- 
nually statistics  reasonably  available  with  respect  to 
the  operation  of  the  income,  war  profits  and  excess- 
profits  tax  laws,  including  classifications  of  taxpayers 
and  of  income,  the  amounts  allowed  as  deductions,  ex- 
emptions, and  credits,  and  any  other  facts  deemed  per- 
tinent and  valuable. 

OoUeotton  of  Porelga  Xtems. 

CollecUon  of  SECTION  259.    That  aU  individuals,  corporaUons,  or 

Foreign  partnerships  undertaking  as  a  matter  of  business  or 

Items  for  profit  the  collection  of  foreign  payments  of  interest 

or  dividends  by  means  of  coupons,  checks  or  bills  of 
exchange  shall  obtain  a  license  from  the  Commissioner 
and  shall  be  subject  to  such  regulations  enabling  the 
Government  to  obtain  the  information  rcQuired  under 
this  title  as  the  Commissioner,  with  the  approval  of  the 
Secretary,  shall  prescribe;  and  whoever  knowingly  un- 
dertakes to  collect  such  payments  without  having  ob- 
tained a  license  therefor,  or  without  complying  with 
such  regulations,  shall  be  guilty  of  a  misdemeanor  and 
shall  be  fined  not  more  than  $5,000,  or  imprisoned  for 
not  more  than  one  year,  or  both. 


Oitlsens  of  Uaited  States  Vossesstons. 


Citlsensof  U.a      SECTION  260.    That  any  individual  who  is  a  dtisen 
Possessions     of  any  possession  of  the  United  States  (but  not  other- 
wise a  citixen  of  the  United'  States)  and  who  Is  not 
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a  resident  of  the  United  States,  shall  be  subjMt  to 
taxation  under  this  title  only  as  to  Income  derived  from 
sources  within  the  United  States,  and  In  such  case  the 
tax  shall  be  computed  and  paid  In  the  same  manner 
and  subject  to  the  same  conditions  as  In  the  case  of 
other  persons  who  are  taxable  only  as  to  Income  derived 
from  such  sources. 

Voxto  Bloo  Mid  VldllpptaM  Islandg. 

SECTION  261.     That  In  Porto  Rico  and  the  PhlUp-  Porto  RloOb 
pine  Islands  the  Income  tax  shall  be  levied,  assessed.     PhlUpplM 
collected,  and  paid  In  accordance  with  the  provisions  of     Islands 
the  Revenue  Act  of  1916  as  amended. 

Returns  shall  be  made  and  taxes  shall  be  paid  under 
Title  I  of  such  Act  In  Porto  Rico  or  the  Philippine 
Islands,  as  the  case  may  be,  by  (1)  every  Individual 
who  Is  a  citizen  or  resident  of  Porto  Rico  or  the  Philip- 
pine Islands  or  derives  Income  from  sources  therein, 
and  (2)  every  corporation  created  or  organised  In  Porto 
Rico  or  the  Philippine  Islands  or  deriving  Income  from 
sources  therein.  An  Individual  who  Is  neither  a  oltlsen 
nor  a  resident  of  Porto  Rico  or  the  Philippine  Islands 
but  derives  Income  from  sources  therein,  shall  be  taxed 
In  Porto  Rico  or  the  Philippine  Islands  as  a  non-resi- 
dent alien  individual,  and  a  corporation  created  or  or- 
ganised outside  Porto  Rico  or  the  Philippine  Islands 
and  deriving  Income  from  sources  therein  shall  be  taxed 
In  Porto  Rico  or  the  Philippine  Islands  as  a  foreign 
corporation.  For  the  purposes  of  section  21 1  and  of 
paragraph  (6)  of  subdivision  (a)  of  section  2S4  a  tax 
Imposed  In  Porto  Rico  or  the  Philippine  Islands  upon 
the  net  Income  of  a  corporation  shall  not  be  deemed 
to  be  a  tax  under  this  title. 

The  Porto  Rlcan  or  Philippine  liOglsIature  shall  have 
power  by  due  enactment  to  amend,  alter,  modify,  or  re- 
peal the  Income  tax  laws  In  force  In  Porto  Rico  or  the 
Philippine  Islands,  respectively. 


TITLB  m.— WAS-PROFITS  AND  EXCBSS-PROFITS  War  Profits 
TAX.  and  Excess 

Profits  Tax 
PART  X*— OUrSBAA  PJFAJiATlOWl, 


SECTION  800.  That  when  used  In  this  UUe  the  DeflnlUona 
terms  "taxable  year,"  "fiscal  year,"  "personal  service 
corporation,"  "paid  or  accrued,"  and  "dividends"  shall 
have  the  same  meaning  as  provided  for  the  purposes 
of  Income  tax  In  sections  200  and  201.  The  first  tax- 
able year  for  the  purposes  of  this  title  shall  be  the 
same  as  the  first  taxable  year  for  the  purposes  of  the 
Income  tax  under  Title  II. 

PART  XL— OIPOSZTZOV  OP  TAX. 

SECTION  801.     (a)  That  In  lieu  of  the  tax  Imposed  Tax  for  1018 
by  Title  II  6t  the  Revenue  Act  of  1017,  but  In  addl- 
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tlon  to  the  other  taxes  imposed  by  this  Act,  there  shall 
be  levied,  collected,  sad  ^d  for  the  taxable  year  191t 
upon  the  net  income  of  every  corporation  a  tax  eqiial 
to  the  sum  of  the  following: 

First  Bracket  First  Bracket. 

SO  per  centum  of  the  amount  of  the  net  income  in 
excess  of  the  excess-profits  credit  (determined  under 
section  SI 2)  and  not  in  excess  of  20  per  centum  of  the 
invested  capital; 
Second  Bracket  Second  : 


66  per  centum  of  the  amount  of  the  net  income  in 
excess  of  20  per  centum  of  the  invested  capital; 

Third  Bracket  TUrd  Bvacket. 

The  sum,   if  any*  by  which  SO  per  centum  of  the 

amount  of  the  net  Income  in  excess  of  the  war-profits 

credit    (determined    under    section    Sll)    exceeds    the 

amount  of  the  tax  computed  under  the  first  and  second 

brackets. 

Tax  for  ISlf  (b)  For  the  taxable  year  ISIS  and  each  taxable  year 

and  thereafter  there  shall  be  levied,  collected,  and  paid  upon 

Subsequent      the  net  income  of  every  corporation  (except  corpora* 

Years  tions  taxable  under  subdivision  (c)  of  this  section)  a 

tax  equal  to  the  sum  of  the  following: 

First  Bradset  lirst  Bvacket. 

20  per  centum  of  the 'amount  of  the  net  income  in 
excess  of  the  excess-profits  credit   (determined  under 
section  SI 2)  and  not  in  excess  of  20  per  centum  of  the 
Invested  capital; 
Second  Bradcet  Second  Bvacket. 

40  per  centum  of  the  amount  of  the  net  income  in  ex* 
Government        oess  of  20  per  centum  of  the  invested  capital. 
Contracts  (o)  For  the  taxable  year  191S  and  each  taxable  year 

thereafter  there  shall  be  levied,  collected,  and  paid  upon 
the  net  income  of  every  corporation  which  derives  in 
such  year  a  net  Income  of  more  than  $10,000  from  any 
Government  contract  or  contracts  made  between  April 
6,  1S17,  and  November  11,  1918,  both  dates  inclusive,  a 
tax  equal  to  the  sum  of  the  following: 

(1)  Such  a  portion  of  a  tax  computed  at  the  rates 
specified  in  subdivision  (a)  as  the  part  of  the  net  in- 
come attributable  to  such  government  contract  or  con- 
tracts bears  to  the  entire  net  income.  In  computing 
such  tax  the  excess-profits  credit  and  the .  war-profits 
credit  applicable  to  the  taxable  year  shall  be  used; 

(2)  Such  a  portion  of  a  tax  computed  at  the  rates 
specified  in  subdivision  (b)  as  the  part  of  the  net  in- 
come not  attributable  to  such  government  contract  or 
contracts  bears  to  the  entire  net  Income. 

For  the  purpose  of  determining  the  part  of  the  net  ' 
Income   attributable   to   such   government  contract  or 
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contracts,  the  proper  apportionment  and  allocation  of 
the  deductions  with  respect  to  sross  income  derived 
from  such  government  contract  or  contracts  and  from 
other  sources,  respectively,  shall  be  determined  under 
rules  and  reerulations  prescribed  by  the  Commissioner 
with  the  approval  of  the  Secretary. 

(d)  In  any  case  where  the  full  amount  of  the  excess-  iUlowanoe  of 
profits  credit  is  not  allowed  under  the  first  bracket  of     TCroews 
subdivision  (a)  or  (b),  by  reason  of  the  fact  that  such     Profits 
credit  is  in  excess  of  20  per  centum  of  the  invested     Credit 
capital,  the  part  not  so  allowed  shall  be  deducted  from 

the  amount  in  the  second  bracket. 

(e)  For  the  purposes  of  the  Act  approved  March  21,  Transportation 
1918,  entitled  "An  Act  to  provide  for  the  operation  of  Corporations 
transportation  systems  while  under  Federal  control,  for 

the  Just  compensation  of  their  owners  and  for  other 
purposes,"  the  tax  imi>osed  by  this  title  shall  be  treated 
as  levied  by  an  Act  in  amendment  of  Title  II  of  the 
Revenue  Act  of  1917. 

SECTION  302.     That  the  tax  imposed  by  subdivision  Maximum 
(a)  of  section  SOI  shall  in^jno  case  be  more  than  SO  per     limitation  of 
centum  of  the  amount  of  the  net  income  in  excess  of     Amount  of 
$3,000  and  not  in  excess  of  $20,000,  plus  80  per  centum     Tax 
of  the  amount  of  the  net  income  in  excess  of  $20,000; 
the    tax   imposed    by    subdivision    (b)    of    section    tOl 
shall  in  no  case  be  more  than  20  per  centum  of  the 
amount  of  the  net  income  in  excess  of  $8,000  and  not 
in  excess  of  $20,000,  plus  40  per  centum  of  the  amount 
of  the  net  income  in  excess  of  $20,000;  and  the  above 
limitations  shall  apply  to  the   taxes  computed   under 
subdivisions   (a)  and   (b)   of  section  801,  respectively, 
when  used  in  subdivision  (o)  of  that  section.    Nothinc 
in  this  section  shall  be  construed  in  such  manner  as  to 
increase  the  tax  imposed  by  section  801. 

SECTION  308.     That  if  part  of  the  net  income  of  a  Tax  When 
corporation  Is  derived  (1)  from  a  trade  or  business  (or     Partly 
a  branch  of  a  trade  or  business)  in  which  the  employ-     Personal 
ment  of  capital  is  necessary,  and  (2)  a  part  (constltut-     Service 
ingr  not  less  than  80  per  centum  of  its  total  net  income)     Business 
is  derived  from  a  separate  trade  or  business  (or  a  dis- 
tinctly separate  branch  of  the  trade  or  business)  which 
if  constituting  the  sole  trade  or  business  would  bring 
it  within  the  class  of  "personal  service  corporations,** 
then  (under  regulations  prescribed  by  the  Commissioner 
with  the  approval  of  the  Secretary)  the  tax  upon  the 
first  part  of  such  net  income  shall  be  separately  com- 
puted   (allowing  in   such   oomputatton  only   the   same 
proportionate   part   of   the   credits   authorized    in    sec- 
tions 311  and  812),  and  the  tax  upon  the  second  part 
shall  be  the  same  percentage  thereof  as  the  tax  so  com- 
puted upon  the  first  part  is  of  such  first  part:  Provided, 
That  the  tax  upon  such  second  part  shall  in  no  case  be 
less  than  20  per  centum  thereof,  unless  the  tax  upon  the 
entire  net  Income,  if  computed  without  benefit  of  this 
section,  would  constitute  less  than  20  per  centum  of 
such  entire  net  income,  in  which  event  the  tax  shall  be 
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determined  upon  the  entire  net  Income,  without  refer* 
enoe  to  this  section,  as  other  taxes  are  determined 
under  this  title.  The  total  tax  computed  under  this 
section  shall  be  subject  to  the  limitations  provided  m 
section  S02. 

Bxsmpt  SECTION  S04.     (a)  That  the  corporations  enumerat- 

Oorporatlons  ed  in  section  281  shall,  to  the  extent  that  they  ard^  ex- 
empt* from  income  tax  under  Title  II,  be  exempt  from 
taxation  under  this  title. 

(b)  Anj  corporation  whose  net  income  for  the  taxable 
year  is  less  than  $8,000  shall  be  exempt  from  taxation  - 
under  this  title. 

Insurance  from  (c)  In  the  case  of  any  corporation  en^sed  in  the 
Oold  lilnlnc  mininflT  of  gold*  the  portion  of  the  net  Income  derived 
from  the  mlninff  of  gold  shall  be  exempt  from  the  tax 
Imposed  by  this  title,  and  the  tax  on  the  remaining 
portion  of  the  net  income  shall  be  the  proportion  of  a 
tax  computed  without  the  benefit  of  this  subdivision 
which  such  remaining  portion  of  the  net  Income  bears 
to  the  entire  net  income. 

Apportionment       BBCTION  805.    That  if  a  tax  is  computed  under  this 

of  Spedflo        title   for  a   period   of   less   than    twelve   months,    the 

BSxemption       specific  exemption  of  |8,000,  wherever  referred  to  In 

this  title,  shall  be  reduced  to  an  amount  which  is  the 

-  same  proportion   of   |8,000  as  the  number  of  months 

in  the  period  is  of  twelve  months. 

PART  zn^— CnUtDlTB. 

"Prewar  SEXTTION  810.    That  as  used  in  this  title  the  term 

Period"  "prewar  period"  means  the  calendar  years  1911,  1112, 

and  1918,  or,  if  a  corporation  was  not  in  existence  dur- 
ing the  whole  of  such  period,  then  as  many  of  such 
years  during  the  whole  of  which  the  corporation  was 
in  existence. 


War  Profits  8HSCTION  811.     (a)  That  the  war-profits  credit  shall 

Credit  consist  of  the  sum  of: 

(1)  A  specific  exemption  of  $8,000;  and 

(2)  An  amount  equal  to  the  average  net  income  of 
the  corporation  for  the  prewar  period,  plus  or  minus, 
as  the  case  may  be,  10  per  centum  of  the  difference  be- 
tween the  average  Invested  capital  for  the  prewar 
period  and  the  invested  capital  for  the  taxable  year.  If 
the  tax  is  computed  for  a  period  of  less  than  twelve 
months  such  amount  shall  be  reduced  to  the  same 
proportion  thereof  as  the  number  of  months  in  the 
period  is  a£  twelve  months. 

(b)  If  the  corporation  had  no  net  Income  for  the  pre- 
war period,  or  if  the  amount  computed  under  paragraph 
(2)  of  subdivision  (a)  is  less  than  10  per  centum  of  its 
invested  capital  for  the  taxable  year,  then  the  war- 
profits  credit  shall  be  the  sum  of: 

(1)  A  specific  exemption  of  |8,000;  and 

(2)  An  amount  equal  to  10  per  centum  of  the  in- 
vested capital  for  the  taxable  year. 
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(c)  If  the  corporation  was  not  In  existenoe  durtnc 
the  whole  of  at  least  one  calen<lar  year  during  the 
prewar  period,  then,  except  aa  provided  in  aubdiTlaioii 
(d),  the  war-proflts  credit  shall  be  the  sum  of: 

(1)  A  specific  exemption  of  fS.OOO;  and 

(2)  An  amount  equal  to  the  same  percentage  of  the 
invested  capital  of  the  taxpayer  for  the  taxable  year 
as  the  ayerage  percentage  of  net  income  to  Invested 
capital,  for  the  prewar  period,  of  corporations  engaged 
in  a  trade  or  business  of  the  same  general  class  as 
that  conducted  by  the  taxpayer;  but  such  amount  shall 
in  no  case  be  less  than  10  per  centum  of  the  invested 
capital  of  the  taxpayer  for  the  taxable  year.  Suob 
average  percentage  shall  be  determined  by  the  Com* 
missloner  on  the  basis  of  data  contained  In  return  s 
made  under  Title  II  of  the  Revenue  Act  of  1917,  and 
the  average  known  as  the  median  shall  be  used.  If 
such  average  percentage  has  not  been  determined  and 
published  at  least  SO  days  prior  to  the  time  when  this 
return  of  the  taxpayer  is  due,  then  for  purposes  of 
such  return  10  per  centum  shall  be  used  in  lieu  there- 
of; but  such  average  percentage  when  determined  shall 
be  used  for  the  purposes  of  section  ISO  in  determining 
the  correct  amount  of  the  tax. 

(d)  The  war-profits  credit  shall  be  determined  in  the 
manner  provided  in  subdivision  (b)  Instead  of  in.  the 
manner  provided  in  subdivision  (c).  In  the  case  of  any 
corporation  which  was  not  in  existence  during  the 
whole  of  at  least  one  calendar  year  during  the  prewar 
period,  if  (1)  a  majority  of  its  stock  at  any  time  daring 
the  taxable  year  is  owned  or  controlled,  directly  or  in- 
directly, by  a  corporation  which  was  in  existence  dar- 
ing the  whole  of  at  least  one  calendar  year  during  the 
prewar  period,  or  if  (2)  60  per  centum  or  mpre  of  Its 
gross  income  (as  computed  under  section  Stt  for  li^ 
come  tax  purposes)  consists  of  gains,  profits,  commit 
sions,  or  other  income,  derived  from  a  government  con- 
tract or  contracts  made  between  April  6,  1917,  and  No- 
vember 11,  1918,  both  dates  inclusive. 

(e)  A  foreign  ooriK>ration  shall  not  be  entitled  to  a 
specific  exemption  of  $3,000. 

SECTION.  1 12.    That  the  excess-profits  credit  shall  Excess  Profits 
consist  of  a  specific  exemption  of  $8,000  plus  an  amoont     Credit 
equal  to  8  per  centum  of  the  invested  capital  for  the 
taxable  year. 

A  foreign  corporation  shall  not  be  entitled  to  the 
specific  exemption  of  $8,000. 


PABT  ZT^— HST  ZVOOMB.  Net  booms 

How 

SECTION    820.     (a)  That    for    the    purpose   of    this     Computed-^ 
title  the  net  income  of  a  corporation  shall  be  asoer-     Prewar 
tained  and  returned —  Period  and 

(1)  For  the  calendar  years  1911  and  1912  upon  the     Taxable 
same  basis  and   in   the  same  manner  as  provided   in     Tsar 
secUon   88   of   the   Act   entitled    "An   Act   to   provids 
revenue,  equalise  duties,  and  encourage  the  Indastrlea 
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to 


Terms 
Relating 
Invested 
Capitol 

"Intangible 
Propertjr" 

'^Tangible 
Propertjr" 


"Borrowed 
Capitol" 

"Inadmissible 
Assets" 


Stock  Having 
No  Par 
Value 


of  the  United  Stotes,  and  for  other  purposes,**  ap- 
proved August  6,  1909,  except  that  taxes  Imposed  by 
such  section  and  iMtid  by  the  corporation  within  tne 
year  shall  be  Included; 

(2)  ^or  the  calendar  year  191S  upon  the  same  basis 
and  in  the  same  manner  as  provided  in  Section  II  of 
the  Act  entitled  "An  Act  to  reduce  toriff  duties  and 
to  provide  revenue  for  the  Government,  and  for  other 
purposes,"  approved  October  S,  1919,  except  that  taxes 
Imposed  by  section  88  of  such  Act  of  August  5,  1909, 
and  paid  by  the  corporation  within  the  year  shall 
be  included,  and  except  that  the  amounto  received 
by  it  as  dividends  upon  the  stock  or  from  the  net 
earnings  of  other  corporations  subject  to  the  tax  Im- 
posed by  Section  II  of  such  Act  of  October  8,  1918, 
shall  be  deducted;  and 

(8)  For  the  taxable  year  upon  the  same  basis  and 
In  the  same  manner  as  provided  for  Income  tax  pur- 
poses in  Title  n  of  this  Act 

(b)  The  average  net  Income  for  the  prewar  period 
shall  be  determined  by  dividing  the  number  of  yearn 
within  that  period  during  ihe  whole  of  which  the  oorpo- 
ratlon  was  in  existence  into  the  sum  of  the  net  income 
for  such  years,  even  though  there  may  have  been  no  net 
income  for  one  or  more  of  such  years. 

VAmT   T.-^HVBSTBD    OAVXTA&. 

SECTION  826.     (a)  That  as  used  in  this  tlUe^ 

The  term  "Intangible  property"  means  patents,  copy- 
rights, secret  processes  and  formulae,  good  will,  trade* 
marks,  trade-brands,  franchises,  and  other  like  property; 

The  term  "tongible  property"  means  stocks,  bonds, 
notes,  and  other  evidences  of  indebtodness,  bills  and 
accounts  receivable,  leaseholds,  and  other  property  other 
than  in  tongible  property; 

The  term  ^'borrowed  capltol"  means  money  or  other 
property  borrowed,  whether  represented  by  bonds,  notes, 
open  accounts,  or  otherwise; 

The  term  "inadmissible  assets"  means  stocks,  bonds, 
and  other  obligations  (other  than  obligations  of  the 
United  Stotes),  the  dividends  or  Interest  from  which 
Is  not  included  in  computing  net  income,  but  where  the 
Income  derived  from  such  assets  consists  In  part  of 
gain  or  profit  derived  from  the  sale  or  other  disposi- 
tion thereof,  or  where  all  or  part  of  the  interest  de- 
rived from  such  assets  is  in  effect  included  In  the 
net  Income  because  of  the  limitotion  on  the  deduction 
of  interest  under  paragraph  (2)  of  subdivision  (a)  of 
section  284,  a  corresponding  part  of  the  capltol  In- 
vested in  such  assets  shall  not  be  deemed  to  be  Inad- 
missible assets.  The  term  "admissible  asseto"  means 
all  assets  other  than  inadmissible  assets,  valued  In 
accordance  with  the  provisions  of  subdivision  (a)  of 
section  826,  section  880,  and  section  881. 

(b)  For  the  purpose  of  this  title,  the  par  value  of 
stock  or  shares  shall,  in  the  case  of  stock  or  shares 
Issued  at  a  nominal  value  or  having  no  par  value,  be 
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deemed  to  be  the  fair  market  yalue  as  of  the  date  or 
dates  of  issue  of  such  stock  or  shares. 

SECTION   326.     (a)  That  as   used   in   this   title   the  "Invested 
term  "invested  capital"  for  any  year  means  (except  as     Capital" 
provided  in  subdivisions  (b)  and   (c)  of  this  section): 

(1)  Actual  cash  bona  fide  paid  in  for  stock  or  shares; 

(2)  Actual   cash    value   of    tangible    property,    other  Computation 
than  cash,  bona  fide  paid  in  for  stock  or  shares,  at  the     of  Invested 
time  of  such  payment,  but  in  no  case  to  exceed  the     Capital 
par  value  of  the  original  stock  or  shares  specifically 

issued  therefor,  unless  the  actual  cash  value  of  such 
tangible  property  at  the  time  paid  in  Is  shown  to  the 
satisfaction  of  the  Commissioner  to  have  been  clearly 
and  substantially  in  excess  of  such  par  value,  in  which 
case  such  excess  shall  be  treated  as  paid-in  surplus: 
Provided,  That  the  Commissioner  shall  keep  a  record 
of  all  cases  in  which  tangible  property  is  included  in 
invested  capital  at  a  value  in  excess  of  the  stock  or 
shares  issued  therefor,  containing  the  name  and  ad- 
dress of  each  taxpayer*  the  business  in  which  engaged, 
the  amount  of  invested  capital  and  net  income  shown 
by  the  return,  the  value  of  the  tangible  property  at  the 
time  paid  in,  the  par  value  of  the  stock  or  shares  spe- 
cifically issued  therefor,  and  the  amount  Included  un- 
der this  paragraph  as  paid-in  surplus.  The  Commis- 
sioner shall  furnish  a  copy  of  such  record  and  other 
detailed  information  with  respect  to  such  cases  when 
required  by  resolution  of  either  House  of  Congress, 
without  regard  to  the  restrictions  contained  in  section 
2S7; 

(8)  Paid-in  or  earned  surplus  and  undivided  profits; 
not  including  surplus  and  undivided  profits  earned  dur- 
ing the  year;  • 

(4)  Intangible  property  bona  fide  paid  in  for  stock 
or  shares  prior  to  March  8,  1917,  in  an  amount  not 
exceeding  (a)  the  actual  cash  value  of  such  property 
at  the  time  paid  in.  (b)  the  par  value  of  the  stock  or 
shares  issued  therefor,  or  (c)  in  the  aggrregate  26  per 
centum  of  the  par  value  of  the  total  stock  or  shares 
of  the  corporation  outstanding  on  March  8,  1917.  which- 
ever is  lowest; 

.  (6)  Intangible  property  bona  fide  paid  In  for  stock 
or  shares  on  or  after  March  8.  1917,  in  an  amount  not 
exceeding  (a)  the  actual  cash  value  of  such  property  at 
the  time  paid  in,  (b)  the  par  value  of  the  stock  or 
shares  issued  therefor,  or  (c)  in  the  aggregate  25  per 
centum  of  the  par  value  of  the  total  stock  or  shares  of 
the  corporation  outstanding  at  the  beginning  of  the 
taxable  year,  whichever  is  lowest:  Provided,  That  in 
no  case  shall  the  total  amount  Included  under  para- 
graphs (4)  and  (5)  exceed  In  the  aggregate  26  per 
centum  of  the  par  value  of  the  total  stock  or  shares  of 
the  corporation  outstanding  at  the  beginning  of  the 
taxable  year;  but 

(b)  As  used  in  this  title  the  term  "invested  capital" 
does  not  include  borrowed  capital. 

(o)  There  shall  be  deducted  from  invested  capital  as 
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above  defined  a  peroentage  thereof  equal  to  the  per^ 
oentase  which  the  amount  of  inadmissible  assets  is  of 
the  amount  of  admissible  and  inadmissible  assets  held 
doiinff  the  taxable  jear. 

(d)  The  Invested  capital  for  any  period  shall  be  the 
▲▼•race  averase  Invested  capital  for  such  period,  but  in  turn 

Invested  case  of  a  corporation  making  a  return  for  a  fractional 

Gapital  part  of  a  year,  it  shall  (except  for  the  purpose  of  para- 

graph (2)  of  subdivision  (a)  of  section  til)  be  the 
same  fractional  part  of  such  average  invested  capltaL 
The  averace  Invested  capital  for  the  prewar  period 
shall  be  determined  by  dividing  the  number  of  years 
within  that  period  during  the  whole  of  which  the  cor- 
poration was  in  existence  into  the  sum  of  the  average 
Invested  capital  for  such  years. 

Special  Cases         8BCTION  317.— That  in  the  following  cases  the  tax 
shall  be  determined  as  provided  in  section  828: 

(a)  Where  the  Commissioner  is  unable  to  determine 
the  invested  capital  as  provided  in  section  818; 

(b)  In  the  case  of  a  forelgti  corporation; 

(c)  Where  a  mixed  aggregate  of  tangible  property 
and  intangible  property  has  been  paid  In  for  stock  or 
for  stock  and  bonds  and  the  Commissioner  is  unable 
satisfactorily  to  determine  the  respective  values  of  the 
several  classes  of  property  at  the  time  of  payment,  or 
to  distlr^ruish  the  classes  of  property  paid  in  for  stodc 
and  for  bonds,  respectively; 

(d)  WL-ere  upon  application  by  the  corporation  the 
Commissioner  finds  and  so  declares  of  record  that  the 
tax  if  determined  without  benefit  of  this  section  would, 
owing  to  abnormal  conditions  affecting  the  capital  or 
Income  of  the  corporation,  work  upon  the  corporation 
an  exceptional  hardship  evidenced  by  gross  dispropor* 
tlon  between  the  tax  computed  without  benefit  of  this 
section  and  the  tax  computed  by  reference  to  the  rep- 
resentative corporations  specified  in  section  828.  This 
subdivision  shall  not  apply  to  any  cast  (1)  In  which 
the  tax  (computed  without  benefit  of  this  section)  is 
high  merely  because  the  corporation  earned  within  the 
taxable  year  a  high  rate  of  profits  upon  a  normal  In- 

.  vested  capital  nor  (2)  in  which  60  per  centum  or  more 
of  the  gross  income  of  the  corporation  for  the  taxable 
year  (computed  under  section  288  of  Title  II)  oonsista 
of  gains,  profits,  commissions,  or  other  income,  derived 
on  a  cost-plus  basis  from  a  government  contract  or 
contracts  made  between  April  6,  1917,  and  November 
11,  1818,  both  dates  inclusive. 


Computation 
of  Tax  in 
Special 


8BCTION  828.  (a)  In  the  cases  specified  in  section 
827  the  tax  shall  be  the  amount  which  bears  the  same 
ratio  to  the  net  income  of  the  taxpayer  (in  excess  of  the 
specific  exemption  of  |8,000)  for  the  taxable  year,  as 
the  average  tax  of  representative  corporations  engaged 
in  a  like  or  similar  trade  or  business,  bears  to  their 
average  net  Income  (in  excess  of  the  specific  exemption 
of  18,000)  for  such  year.  In  the  case  of  a  foreign  cor* 
poratlon  the  tax  shall  be  computed  without  deducting 
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the  speoiflo  exemption  of  |t,000  either  for  the  taxpayer 
or  the  representatlye  corporations. 

In  oomputlnff  the  tax  under  this  section  the  Oommls» 
sloner  shall  compare  the  taxpayer  only  with  represents* 
tlve  corporations  whose  Inyested  capital  can  he  satis- 
factorily determined  under  section  tSt  and  which  are* 
as  nearly  as  may  be,  similarly  circumstanced  with  re- 
spect to  ffross  Income,  net  Income,  profits  per  unit  ef 
huslness  transacted  and  capital  employed,  the  amount 
and  rate  of  war  profits  or  excess  profits,  and  all  other 
releyant  facts  and  circumstances. 

(b)  For  the  purposes  of  subdlylslon  (a)  the  ratios 
between  the  avera^  tax  and  the  average  net  Inoome 
of  representative  corporations  shall*  be  determined  by 
the  Commissioner  In  accordance  with  regulations  pn»* 
scribed  by  him  with  the  approval  of  the  Secretary. 

In  cases  In  which  the  tax  Is  to  be  computed  unile? 
this  section.  If  the  tax  as  computed  without  the  benefit 
of  this  section  Is  less  than  60  per  centum  of  the  net 
Inoome  of  the  taxpayer,  the  Installments  shtU  In  the 
first  Instance  be  computed  upon  the  basis  of  'such  tsjis 
but  If  the  tax  so  computed  Is  60  per  centum  or  mor« 
of  the  net  Income,  the  Installments  shall  In  the  first  ' 
Instance  be  computed  upon  the  basis  of  a  tax  equal 
to  60  per  centum  of  the  net  Income.  In  any  case,  tlM 
actual  ratio  when  ascertained  shall  be  used  In  deter* 
mining  the  correct  amount  of  the  tax.  If  the  correct 
amount  of  the  tax  when  determined  exceeds  60  per 
centum  of  the  net  Income^  any  excess  of  the  correet 
Installments  over  the  amounts  actually  paid  shall  OA 
notice  and  demand  be  paid  together  with  Interest  at 
the  rate  of  %  of  1  per  centum  per  month  on  such  «B- 
cess  from  the  time  the  Installment  was  due. 

(c)  The  Commissioner  shall  keep  a  record  of  all 
cases  In  which  the  tax  Is  determined  In  the  manner  pre- 
scribed In  subdivision  (a),  containing  the  name  and  ad- 
dress of  each  taxpayer,  the  business  In  which  engaged, 
the  amount  of  Invested  capital  and  net  Income  shown 
by  the  return,  and  the  amount  of  Invested  capital  as 
determined  under  such  subdivision.  The  Commlasloiier 
shall  furnish  a  copy  of  such  record  and  other  detailed 
Information  with  respect  to  such  cases  when  required 
by  resolution  of  either  House  of  Congress,  without  re- 
gard to  the  restrictions  contained  In  section  t67. 


VABT  TT— SXOmOAVXSATXOHS.  Aeorganlsations 

After 
SECTION  880.    That  In  the  case  of  the  reorganlsa-     January 
tion,  consolidation,  or  change  of  ownership  after  Jan-     1,  1911 
uary  1,  1911,  of  a  trade  or  business  now  carried  on  by 
a  corporation,  the  corporation  shall  for  the  purposes  of 
this  title  be  deemed  to  have  been  In  ezlstenoe  pHor  to 
that  date,  and  the  net  Income  and  Invested  capital  of 
such  predecessor  trade  or  business  for  all  or  any  part 
of  the  prewar  period  prior  to  the  organisation  of  the 
corporation   now  carrying  on   such   trade  or  business  - 
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shall  be  deemed  to  have  been  the  net  income  and  in- 
vested capital  of  such  corporation. 
If  such  predecessor  trade  or  business  was  carried  on 
,  ~  by  a  partnership  or  individual  the  net  income  for  the 
prewar  period  shall,  under  reflrulations  prescribed  by 
the  Commissioner  with  the  approval  of  the  Secretary* 
be  ascertained  and  returned  as  nearly  as  may  be  upon 
the  same  basis  and  in  the  same  manner  as  provided 
for  corporations  in  Title  II,  includingr  a  reasonable  de- 
duction for  salary  or  compensation  to  each  partner  or 
the  individual  for  personal  services  actually  rendered. 

Incorporation  In  the  case  of  the  organization  as  a  corporation  be- 

of  fore  July  1,  1919,  of  any  trade  or  business  in  which 

Partnership  capital  is  a  material  income-producing  factor  and  which 
was  previously  owned  by  a  partnership  or  individual, 
the  net  income  of  such  trade  or  business  from  January 
1,  1918,  to  the  date  of  such  reorffanisation  may  at  the 
option  of  the  individual  or  partnership  be  taxed  as  the 
net  income  of  a  corporation  is  taxed  under  Titles  II  and 
III;  in  which  event  the  net  income  and  invested  capital 
of  such  trade  or  business  shall  be  computed  as  if  such 
corporation  had  been  in  existence  on  and  after  Janu- 
ary 1,  1918,  and  the  undistributed  profits  or  eaminffs 
of  such  trade  or  business  shall  not  be  subject  to  the 
surtax  imposed  in  section  211,  but  amounts  distrib- 
uted on  or  after  January  1,  1918,  from  the  eaminrs  of 
such  trade  or  business  shall  be  taxed  to  the  recipients 
as  dividends,  and  all  the  provisions  of  Titles  II  and  III 
relating  to  corporations  shall,  so  far  as  practicable, 
apply  to  such  trade  or  business:  Provided,  That  this 
paragraph  shall  not  apply  to  any  trade  or'  business  the 
net  income  of  which  for  the  taxable  year  1918  was  less 
than  20  per  centum  of  its  invested  capital  for  such 
year:  Provided  further.  That  any  taxpayer  who  takes 
advantage  of  this  paragraph  shall  pay  the  tax  imposed 
by  section  1000  of  this  Act  and  by  the  first  subdivision 
of  section  407  of  the  Revenue  Act  of  1916,  as  if  such 
taxpayer  had  been  a  corporation  on  and  after  January 
1,  1918,  with  a  capital  stock  having  no  par  value. 

Revaluation  If  any  asset  of  the  trade  or  business  in  existence  both 

of  Assets  during  the  taxable  year  and  any  prewar  year  is  in- 

cluded in  the  invested  capital  for  the  taxable  year  bat 
is  not  included  in  the  invested  capital  for  such  prewar 
year,  or  is  valued  on  a  different  basis  in  computing 
the  invested  capital  for  the  taxable  year  and  such  pre- 
war year,  respectively,  then  under  rules  and  regulations 
to  be  prescribed  by  the  Commissioner  with  the  ap- 
proval of  the  Secretary  such  readjustments  shall  be 
made  as  are  necessary  to  place  the  computation  of  the 
invested  capital  for  such  prewar  year  on  the  basis 
employed  in  determining  the  invested  capital  for  the 
taxable  year. 


Reorganisation  ^  SIK^TION  831.  In  the  case  of  the  reorganization. 
After  March  consolidation,  or  change  of  ownership  of  a  trade  or 
t,  1917  business,   or  change   of   ownership   of   property,   after 

Valuation  of  March  8,  1917,  if  an  interest  or  control  in  such  trade 
Assets  or  business  or  property  of  60  per  centum  or  more  re- 
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mains  In  the  same  persons,  or  any  of  them,  then  no 
asset  transferred  or  received  from  the  previous  owner 
shall,  for  the  purpose  of  determining  invested  capital, 
be  allowed  a  grreater  value  than  would  have  been 
allowed  under  this  title  in  computing  the  invested  capi- 
tal of  such  previous  owner  if  such  asset  had  not  been 
so  transferred  or  received:  Provided,  That  if  such  pre- 
vious owner  was  not  a  corporation,  then  the  value  of 
any  asset  so  transferred  or  received  shall  be  taken  at 
its  cost  of  acquisition  (at  the  date  when  acquired  by 
such  previous  owner)  with  proper  allowance  for  depre- 
ciation, impairment,  betterment  or  development,  but 
no  addition  to  the  orisrinal  cost  shall  be  made  for  any 
charire  or  expenditure  deducted  as  expense  or  otherwise 
on  or  after  March  1,  191 1,  in  computing  the  net  income 
of  such  previous  owner  for  purposes  of  taxation. 


VABT  TXL— HXSOaUL^VBOim. 

SECTION  885.     (a)  That  if  a  corporation  (other  than  Fiscal  Year 
a   personal   service   corporation)    makes   return   for   a     Corporation 
fiscal  year  beginning  in  1917  and  ending  in  1918,  the  tax 
for  the  first  taxable  year  under  this  title  shall  be  the 
sum  of: 

(1)  The   same   proportion   of   a   tax   for   the   entire  (Computation 
period  computed  under  Title  II  of  the  Revenue  Act  of     of  Tax 

1917  which  the  portion  of  such  period  falling  within  the 
calendar  year  1917  is  of  the  entire  period,  and  (2)  the 
same  proportion  of  a  tax  for  the  entire  period  com- 
puted under  this  title  at  the  rates  specified  In  sub- 
division (a)  of  section  801  which  the  portion  of  such 
period  falling  within  the  calendar  year  1918  is  of  the 
entire  period. 

Any  amount  heretofore  or  hereafter  paid  on  account 
of  the  tax  imposed  for  such  fiscal  year  by  Title  II  of 
the  Revenue  Act  of  1917  shall  be  credited  toward  the 
payment  of  the  tax  imposed  for  such  fiscal  year  by  this 
title,  and  if  the  amount  so  paid  exceeds  the  amount  of 
the  tax  imposed  by  this  title,  the  excess  shall  be 
credited  or  refunded  to  the  corporation  in  accordance 
with  the  provisions  of  section  852. 

(b)  If  a  corporation  makes  return  for  a  fiscal  year 
beginning  in  1918  and  ending  In  1919,  the  tax  for  such 
fiscal  year  under  this  title  shall  be  the  sum  of:  (1) 
the  same  proportion  of  a  tax  for  the  entire  period  com- 
puted under  subdivision  (a)  of  section  801  which  the 
portion  of  such  period  falling  within  the  calendar  year 

1918  is  of  the  entire  period,  and  (8)  the  same  propor- 
tion of  a  tax  for  the  entire  period  computed  under 
subdivision  (b)  or  (c)  of  section  801  which  the  portion 
of  such  period  falling  within  the  calendar  year  1919  is 
of  the  entire  period. 

(o)  If  a  partnership  or  a  personal  service  corporation  Fiscal  Year 
makes  return  for  a  fiscal  year  beginning  in  1917  and     Partnership 
ending  in  1918,  it  shall  pay  the  same  proportion  of  a     and   Personal 
tax  for  the  entire  period  computed  under  Title  II  of     Service 
the  Revenue  Act  of  1917  which  the  portion  of  such     Corporation 
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pertod  ftdUng  within  Um  calMidar  yMr  1911  U  of  tlM 
•ntlr«  period. 

Any  tax  paid  by  a  partneralil*  <tr  paraonal  Mnrioa 
corporation  for  any  period  begi^alBtf  on  or  after  Janu* 
ary  1,  1918,  ahall  be  immediately  i^funded  to  the  pari* 
nerahip  or  corporation  as  a  tax  ertoaeoiiely  or  illegaUy 
collected. 


Return  and  SSXH'ION  t3t.    That  every  corporation,  not  exempt 

Payment  of    under  section  t04,  ahall  make  a  return  for  the  purpoeee 
Tax  of   this  title.     Such   returns  shall  be   made,   and   the 

taxes  imposed  by  this  title  shall  be  paid,  at  the  same 
times  and  places,  in  the  same  manner,  and  subject  to 
the  same  conditions,  as  is  provided  in  the  case  of  re- 
turns and  payment  of  income  tax  by  corporations  for 
the  purposes  of  Title  II,  and  all  the  proTisions  of  that 
title  not  inapplicable,  including  penalties,  are  hereby 
made  applicable  to  the  taxes  Imposed  by  this  title. 

Sale  of  SECTION  837.     That  in  the  case  of  a  bona  fide  sale 

Mines,  Oil       of  mines,  oil  or  gas  wells,   or  any   interest  therein, 
and  Gas  where   the  principal   value  of  the   property   has  been 

Wells  demonstrated  by  prospecting  or  exploration  and  discov- 

ery work  done  by  the  taxpayer,  the  portion  of  the  tax 
Imposed  by  this  title  attributable  to  such  sale  shall  not 
exceed  20  per  centum  of  the  selling  price  of  such  prop- 
erty or  intej^st. 

TITLE  Zm.— GENERAL  ADMIRISTRATIVS 
PROYISIORa 

Advisory  SECTION  1801.    (d)    (1)   There  is  hereby  created  a 

Tax  Board  board  to  be  known  as  the  "Advi^ry  Tax  Board,"  herein- 
after called  the  Board,  and  to  be  composed  of  not  to 
exceed  six  members  to  be  appointed  by  the  Commis- 
sioner with  the  approval  of  the  Secretary.  The  Board 
shall  cease  to  exist  at  the  expiration  of  two  years  after 
the  passage  of  this  Act,  or  at  such  earlier  time  as  the 
Commissioner  with  the  approval  of  the  Secretary  may 
designate. 

Vacancies  in  the  membership  of  the  Board  shall  be 
filled  in  the  same  manner  as  an  original  appointment 
Any  member  shall  be  subject  to  removal  by  the  Com- 
missioner with  the  approval  of  the  Secretary.  The 
Commissioner  with  the  approval  of  the  Secretary  shall 
designate  the  chairman  of  the  Board.  Bach  member 
shall  receive  an  annual  salary  of  |9,000,  payable 
monthly,  together  with  actual  necessary  expenses  when 
absent  from  the  District  of  Columbia  on  ofllcial  busl- 
nesa 

Interpretation  W  The  Commissioner  may,  and  on  the  request  of 
of  Tax  Act  any  taxpayer  directly  interested  shall,  submit  to  the 
Board  any  question  relating  to  the  interpretation  or 
administration  of  the  income,  war-profits  or  exoess- 
proflts  tax  laws,  and  the  Board  shall  report  its  findings 
and  recommendations  to  the  Commissioner. 

(3)  The  Board  shall  have  its  office  in  the  Bureau  of 
Internal  Revenue  in  the  District  of  Columbia.  The  ex- 
penses and  salaries  of  members  of  the  Board  shall  be 
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audited,  allowed,  and  iMid  out  of  appropriations  for 
colleotlns  Internal  reTenne,  In  the  same  manner  aa  ex- 
penses and  salaries  of  employees  of  the  Bureau  of 
Internal  Revenue  are  audited,  allowed,  and  paid. 

<4)  The  Board  shall  hare  the  power  to  summon  wit*  Powers 
nesses,  take  testimony,  administer  oaths  and  to  require  of  Board 
any  person  to  produce  books,  papers,  doouments  or  other 
data  relating  to  any  matter  under  investigation  by  the 
Board.  Any  member  of  the  Board  may  sign  subpoenas 
and  members  and  employees  of  the  Bureau  of  Internal 
Revenue  designated  to  assist  the  Board,  when  author- 
ised by  the  Board,  may  administer  oaths,  examine  wit- 
nesses, take  testimony  and  reoeive  evidence. 

8B3CTION  1806.  That  all  administrative,  special,  or  Bxtension 
stamp  provisions  of  law,  including  the  law  relating  to  2J.£iV**** 
the  assessment  of  taxes,  so  far  as  applicable,  are  here- 
by  extended  to  and  made  a  part  of  this  Act,  and  every 
person  liable  to  any  tax  imposed  by  this  Act,  or  for 
the  collection  thereof,  shall  keep  such  records  and  ren- 
der, under  oath,  such  statements  and  returns,  and  shall 
comply  with  such  regulations  as  the  Commissioner, 
with  the  approval  of  the  Secretary,  may  from  time  to 
time  prescribe. 

Whenever  in  the  Judgment  of  the  Commissioner  i^m- Powers  of 
essary  he  may  require  any  person,  by  notice  served  upon     eommisslo^ier 
him,  to  make  a  return  or  such  statements  as  he  deems 
sufficient  to  show  whether  or  not  such  person  is  liable 
to  tax. 

The  Commissioner,  for  the  purpose  of  ascertaining 
the  correctness  of  any  return  or  for  the  purpose  of 
making  a  return  where  none  has  been  made,  is  Hereby 
authorised,  by  any  revenue  agent  or  inspector  desig- 
nated by  him  for  that  purpose,  to  examine  any  books, 
papers,  records  or  memoranda  bearing  upon  the  mat- 
ters required  to  be  included  in  the  return,  and  may 
require  the  attendance  of  the  person  rendering  the  re- 
turn or  of  any  officer  or  employee  of  such  person,  or 
the  attendance  of  any  other  person  having  knowledge 
in  the  premises,  and  make  take  his  testimony  with 
reference  to  the  matter  required  by  law  to  be  included 
in  such  return,  with  power  to  administer  oaths  to  such 
person  or  persons. 

8BCTION   ItOt.    That   the   Commissioner,   with   the  Authority  For 
approval  of  the  Secretary,  is  hereby  authorised  to  make     Regulations 
all  needful  rules  and  regulations  for  the  enforcement 
of  the  provisions  of  this  Act. 

SECTION  1S18.    That  in  the  payment  of  any  tax  un-practional 
der  this  Act  not  payable  by  stamp  a  fractional  part  of     Parts  of 
a  cent  shall  be  disregarded  unless  it  amounts  to  one-     oent 
half  cent  or  more,  in  which  case  it  shall  be  increased  to 
1  oent. 

SECTION  ltl4.  That  collectors  may  receive,  at  par  Payment  by 
with  an  adjustment  for  accrued  interest,  certiflcates  of  Uncertified 
indebtedness  issued  by  the  United  States  and  unoerti-     Check  or 
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with  tJ.  S.       fled    checks    In    payment    of    income,    war-profits    and 
Certificates  of  excess-profits  taxes  and  any  other  taxes  payable  other 
Indebtedness   than  by  stamp,  during  such  time  and  under  such  regu- 
lations as  the  Commissioner,  with  the  approval  of  the 
Secretary,  shall  prescribe;  but  if  a  check  so  received 
is  not  paid  by  the  bank  on  which  It  is  drawn  the  per- 
son by  whom  such  check  has  been  tendered  shall  re- 
main liable  for  the  payment  of  the  tax  and  for  all  legal 
penalties  and  additions  the  same  as  if  such  check  had 
not  been  tendered. 


SECTION   1816.     (a)  That   secUon   8220   of   the   Re- 
vised Statutes  is  hereby  amended  to  read  as  follows: 
Abatement  "Section  8220.     The  Commissioner  of  Internal  Rev- 

and  Refunds  enue,  subject  to  regulations  prescribed  by  the  Secretary 
of  the  Treasury,  is  authorized  to  remit,  refund,  and  pay 
back  all  taxes  erroneously  or  Illegally  assessed  or  col- 
lected, all  penalties  collected  without  authority,  and  all 
taxes  that  appear  to  be  unjustly  assessed  or  excessive 
in  amount,  or  in  any  manner  wrongffully  collected;  also 
to  repay  to  any  collector  or  deputy  collector  the  full 
amount  of  such  sums  of  money  as  may  be  recovered 
against  him  in  any  court,  for  any  internal  revenue  taxes 
collected  by  him,  with  the  cost  and  expenses  of  suit; 
also  all  damages  and  costs  recovered  against  any  asses- 
sor, assistant  assessor,  collector,  deputy  collector, 
agent,  or  inspector,  in  any  suit  brought  against  him  by 
reason  of  anything  done  in  the  due  performance  of  his 
official  duty,  and  shall  make  report  to  Congress  at  the 
beginning  of  each  regular  session  of  Congrress  of  all 
transactions  under  this  section." 

(b)  Section    3225    of    the    Revised    Statutes    of    the 
United  States  is  hereby  amended  to  read  as  follows: 
Effect  of  "Section   8225.     When  a  second  assessment  Is  made 

Fraudulent      in  case  of  any  list,  statement,  or  return,  which  in  the 
Returns  opinion  of  the  collector  or  deputy  collector  was  false 

or  fraudulent,  or  contained  any  understatement  or  un- 
dervaluation, such  assessment  shall  not  be  remitted, 
nor  shall  taxes  collected  under  such  assessment  be  re- 
funded, or  paid  back,  or  recovered  by  any  suit,  unless  it 
is  proved  that  such  list,  statement,  or  return  was  not 
willfully  false  or  fraudulent  and  did  not  contain  any 
willful  understatement  or  undervaluation." 
Repeal  (o)  That  the  paragraph  of  section  8689  of  the  Re- 

vised Statutes,  as  amended,  reading  as  follows: 

^'Refunding  taxes  illegally  collected  (internal  rev- 
enue): To  refund  and  pay  back  duties  erroneously  or 
Illegally  assessed  or  collected  under  the  internal-rev- 
enue laws,"  is  repealed  from  and  after  June  80.  1020; 
and  the  Secretary  of  the  Treasury  shall  submit  for  the 
nscal  year  1921,  and  annually  thereafter,  an  estimate  of 
appropriations  to  refund  and  pay  back  duties  or  taxes 
erroneously  or  illegally  assessed  or  collected  under  the 
internal-revenue  laws,  and  to  pay  Judgrments,  Including 
interest  and  costs,  rendered  for  taxes  or  penalties  er- 
roneously or  illegally  assessed  or  collected  under  the 
internal-revenue  laws. 
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SECTION  1817.  That  SMUons  Slt4,  tl65.  81t7,  8172, 
8178»  and  8176  of  the  Revised  Statutes  as  amended  are 
hereby  amended  to  read  as  follows: 

"Section  8164.  It  shall  be  the  duty  of  every  col- Report  of 
lector  of  Internal  revenue  havine:  knowledgre  of  any  will-  Violations 
ful  violation  of  any  law  of  the  United  States  relatini: 
to  the  revenue,  within  thirty  days  after  comlner  into 
possession  of  such  knowledire,  to  file  with  the  district 
attorney  of  the  district  in  which  any  fine,  penalty,  or 
forfeiture  may  be  incurred,  a  statement  of  all  the  facts 
and  circumstances  of  the  case  within  his  knowledge, 
togrether  with  the  names  of  the  witnesses,  setting:  forth 
the  provisions  of  law  believed  to  be  so  violated  on 
which  reliance  may  be  had  for  oondemnation  or  con- 
viction. 

"Section     8165.    E^rery    ooHector,     deputy    collector.  Authority  to 
Internal-revenue  aerent,  and  Internal-revenue  officer  as-     Administer 
slirned  to  duty  under  an  internal-revenue  agent.  Is  au-     Oaths 
thoHzed    to    administer    oaths    and    to    take    evidence 
touching  any  part  of  the  administration  of  the  Internal- 
revenue  laws  with  which  he  is  charged,  or  where  such 
oaths  and  evidence  are  authorized  by  law  or  regula- 
tion authorized  by  law  to  be  taken. 

"Section  8167.  It  shall  be  unlawful  for  any  ool-  Secrecy  of 
lector,  deputy  collector,  agent,  clerk,  or  other  officer  or  Information 
employee  of  the  United  States  to  divulge  or  to  make  Obtained  by 
known  in  any  manner  whatever  not  provided  by  law  to  Collectors 
any  person  the  operations,  style  of  work,  or  apparatus 
of  any  manufacturer  or  producer  visited  by  him  In  the 
discharge  of  his  official  duties,  or  the  amount  or  source 
of  Income,  profits,  losses,  expenditures,  or  any  partic- 
ular thereof,  set  forth  or  disclosed  in  any  income  re- 
turn, or  to  permit  any  income  return  or  copy  thereof 
or  any  book  containing  any  abstract  or  particulars 
thereof  to  be  seen  or  examined  by  any  person  except 
as  provided  by  law;  and  it  shall  be  unlawful  for  any 
person  to  print  or  publish  in  any  manner  whatever  not 
provided  by  law  any  income  return,  or  any  part  thereof 
or  source  of  income,  profits,  losses,  or  expenditures  ap- 
pearing in  any  Income  return;  and  any  offense  against 
the  foregoing  provision  shall  be  a  misdemeanor  and 
be  punished  by  a  fine  not  exceeding  $1,000  or  by  im- 
prisonment not  exceeding  one  year,  or  both,  at  the  dis- 
cretion of  the  court;  and  if  the  offender  be  an  officer 
or  employee  of  the  United  States  he  shall  be  dismissed 
from  office  or  discharged  from  employment. 

"Section  8172.     Every  collector  shall,  from  time  to  Canvass  of 
time,  cause  his  deputies  to  proceed  through  every  part     Collection 
of  his   district  and   Inquire  after  and   concerning  all     District 
persons  therein   who  are  liable   to  pay   any  internal- 
revenue  tax,  and  all  persons  owning  or  having  the  care 
and  management  of  any  objects  liable  to  pay  any  tax, 
and   to  make  a   list   of  such   persons  and   enumerate 
said  objects. 

"Section  8178.     It  shall  be  the  duty  of  any  person,  Duty  to 
partnership,    firm,    association,    or    corporation,    made     Make 
liable  to  any  duty,  specal  tax,  or  other  tax  imposed  by     Returns 
law,  when  not  otherwise  provided  for,  (1)  in  case  of  a 
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ap«oial  tax,  on  or  befort  th«  thlrty-flrst  day  of  Jnlj  in 
each  yoar,  and  (1)  In  other  casoa  before  the  day  on 
which  the  taxes  accrue,  to  make  a  list  or  return,  rerl- 
lled  by  oath,  to  the  collector  or  a  deputy  collector  of 
the  district  where  located,  of  the  articles  or  objects.  In- 
cluding the  quantity  of  goods,  wares,  and  merchandise, 
made  or  sold  and  charged  with  a  tax,  the  sererai  rates 
and  aggregate  amount,  according  to  the  forms  and 
regulations  to  be  prescribed  by  the  Commissioner  of  In- 
temal  Revenue,  with  the  approval  of  the  Secretary  of 
the  Treasury,  for  which  such  person,  -partnership,  firm, 
association,  or  corporation  Is  liable:  Provided,  That  If 
any  person  liable  to  pay  any  duty  or  tax,  or  owning, 
possessing,  or  having  the  care  or  management  of  prop- 
erty, goods,  wares,  and  merchandise,  article  or  objects 
liable  to  pay  any  duty,  tax,  or  license,  shall  fall  to 
make  and  exhibit  a  list  or  return  required  by  law,  but 
shall  consent  to  disclose  the  particulars  of  any  and 
all  the  property,  goods,  wares,  and  merchandise,  ar- 
ticles, and  objects  liable  to  pay  any  duty  or  tax,  or 
any  business  or  occupation  liable  to  pay  any  tax  as 
aforesaid,  then,  and  In  that  case.  It  shall  be  the  duty 
of  the  collector  or  deputy  collector  to  make  such  list  or 
return,  which,  being  distinctly  read,  consented  to,  and 
signed  and  verified  by  oath  by  the  person  so  owning, 
possessing,  or  having  the  care  and  management  as 
aforesaid,  may  be  received  as  the  list  of  such  person: 
Provided  further.  That  In  case  no  annual  list  or  return 
has  been  rendered  by  such  person  to  the  collector  or 
deputy  collector  as  required  by  law,  and  the  person 
shall  be  absent  from  his  or  her  residence  or  place  of 
business  at  the  time  the  collector  or  w  deputy  collector 
shall  call  for  the  annual  list  or  return.  It  shall  be  the 
duty  of  such  collector  or  deputy  collector  to  leave  at 
such  place  of  residence  or  business,  with  some  one  of 
suitable  age  and  discretion.  If  such  be  present,  other- 
wise to  deposit  In  the  nearest  post  office,  a  note  or 
memorandum  addressed  to  such  person,  requiring  him 
or  her  to  render  to  such  collector  or  deputy  collector  the 
list  or  return  required  by  law  within  ten  days  from  the 
date  of  such  note  or  memorandum,  verified  by  oath. 
And  If  any  person,  on  being  notified  or  required  as 
aforesaid,  shall  refuse  or  neglect  to  render  such  list  or 
return  within  the  time  required  as  aforesaid,  or  when- 
ever any  person  who  Is  required  to  deliver  a  monthly 
or  other  return  of  objects  subject  to  tax  falls  to  do  so 
at  the  time  required,  or  delivers  any  return  which.  In 
the  opinion  of  the  collector.  Is  erroneous,  false,  or 
fraudulent,  or  contains  any  undervaluation  or  under- 
statement, or  refuses  to  allow  any  regularly  author- 
ised Ooven(iment  officer  to  examine  the  books  of  such 
person,  firm,  or  corporation.  It  shall  be  lawful  for 
the  collector  to  summon  such  person,  pr  any  other 
person  having  possession,  custody,  or  care  of  books 
of  account  containing  entries  relating  to  the  business 
of  such  person  or  any  other  person  he  may  deem 
proper,  to  appear  before  him  and  produce  such  books 
at  a  time  and  plaoe  named  in  the  summons^  and  to 
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fflve  testimony  or  answer  Interrogatories,  under  oath, 
respecting  any  objects  or  income  liable  to  tax  or  the 
returns  thereof.  The  collector  may  summon  any  per^ 
son  residing  or  found  within  the  State  or  Territory 
in  which  his  district  lies;  and  when  the  person  in- 
tended  to  be  summoned  does  not  reside  and  can  not 
be  found  within  such  State  or  Territory,  he  may  enter 
any  collection  district  where  such  person  may  be  found 
and  there  make  the  examination  herein  authorised. 
And  to  this  end  he  may  there  exercise  all  the  authority 
which  he  might  lawfully  exercise  in  the  district  for 
which  he  was  commissioned:  Provided,  That  'person,' 
as  used  in  this  section,  shall  be  construed  to  include 
any  corporation.  Joint-stock  company  or  association, 
or  insurance  company  when  such  construction  is  neces- 
sary to  carry  out  its  provisions. 

"Section  S176.  If  any  person,  corporation,  company.  Failure  to 
or  association  falls  to  make  and  file  a  return  or  list  File  Retora 
at  the  time  prescribed '  by  law  or  by  regulation  made 
under  authority  of  law,  or  makes,  willfully  or  other* 
wise,  a  false  or  fraudulent  return  or  list,  the  col- 
lector or  deputy  collector  shall  make  the  return  or 
list  from  his  own  knowledge  and  from  such  informa- 
^on  as  he  can  obtain  through  testimony  or  otherwise. 
In  any  such  case  the  Commissioner  may,  from  his 
own  knowledge  and  from  such  Information  as  he  can 
obtain  through  testimony  or  otherwise,  make  a  return 
or  amend  any  return  made  by  a  collector  or  deputy 
collector.  Any  return  or  list  so  made  and  subscribed 
by  the  Commissioner,  or  by  a  collector  or  deputy  col- 
lector and  approved  by  the  Commissioner,  shall  be 
prima  facie  good  and  sufficient  for  all  legal  purposes. 

"If  the  failure   to  tile  a  return   or  list  Is  due  to  Extension 
sickness    or    absence,    the    collector    may    allow    such     of  Time 
further  time,  not  exceeding  thirty   days,   for   making 
and  filing  the  return  or  list  as  he  deems  proper. 

"The  Commissioner  of  Internal  Revenue  shall  de- 
termine and  assess  all  taxes,  other  than  stamp  taxes, 
as  to  which  returns  or  lists  are  so  made  under  tne 
provisions  of  this  section.  In  case  of  any  failure  to  Penalties 
make  and  file  a  return  or  list  within  the  time  pre- 
scribed by  law,  or  prescribed  by  the  Commissioner  of 
Internal  Revenue  or  the  collector  in  pursuance  of  law, 
the  Commissioner  of  Internal  Revenue  shall  add  to 
the  tax  26  per  centum  of  its  amount,  except  that 
when  a  return  is  filed  after  such  time  and  it  Is  shown 
that  the  failure  t6  file  it  was  due  to  a  reasonable  cause 
and  not  to  willful  neglect,  no  such  addition  shall  be 
made  to  the  tax.  In  case  a  false  or  fraudulent  re- 
turn or  list  Is  willfully  made,  th.)  Commissioner  of 
Internal  Revenue  shall  add  to  the  tax  60  per  centum 
of  Its  amount. 

"The  amount  so  added  to  any  tax  shall  be  collected 
at  the  same  time  and  in  the  same  manfier  and  as  part 
of  the  tax  unless  the  tax  has  been  paid  before  the 
discovery  of  the  neglect,  falsity,   or  fraud.   In  which  > 

case  the  amount  so  added  shall  be  collected  in   the  ^ 

same  manner  as  the  tax." 
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Jurisdiction  SECTION   1S18.     That   if   any   person    is   summoned 

of  District       under   this   Act   to   appear,   to   testify,   or   to   produce 
Court  books,  papers  or  other  data,  the  district  court  of  the 

United  States  for  the  district  in  which  such  person 
resides  shall  have  Jurisdiction  by  appropriate  process 
to  compel  such  attendance,  testimony,  or  production  of 
books,  papers,  or  other  data. 

The  district  courts  of  the  United  States  at  the  in- 
stance of  the  United  States  are  hereby  invested  with 
such  Jurisdiction  to  make  and  issue,  both  in  actions  at 
law  and  suits  in  equity,  writs  and  orders  of  injunction, 
and  of  ne  exeat  republica,  orders  appointing  receivers, 
and  such  other  orders  and  process,  and  to  render  such 
judfirments  and  decrees,  errantingr  in  proper  cases  both 
legal  and  equitable  relief  together,  as  may  be  necessary 
or  appropriate  for  the  enforcement  of  the  provisions  of 
this  Act.  The  remedies  hereby  provided  are  in  addi- 
tion to  and  not  exclusive  of  any  and  all  other  remedies 
of  the  United  States  in  such  courts  or  otherwise  to  en- 
force such  provisions. 


Deposit  of  SECTION  1820.     That  wherever  by  the  laws  of  the 

U.  S.  Bonds  United  States  or  regulations  made  pursuant  thereto, 
as  Security  any  person  is  required  to  furnish  any  recogni&ance, 
stipulation,  bond,  guarantee,  or  undertaking,  hereinafter 
called  "penal  bond,"  with  surety  or  sureties,  such 
person  may,  in  lieu  of  such  surety  or  sureties,  deposit 
as  security  with  the  official  having  authority  to  ap- 
prove such  penal  bond.  United  States  Liberty  bonds 
or  other  bonds  of  the  United  States  in  a  sum  equal 
at  their  par  value  to  the  amount  of  such  penal  bond 
required  to  be  furnished,  together  with  an  agreement 
authorizing  such  official  to  collect  or  sell  such  bonds 
so  deposited  in  case  of  any  default  in  the  perform- 
ance of  any  of  the  conditions  or  stipulations  of  such 
penal  bond.  The  acceptance  of  such  United  States 
bonds  in  lieu  of  surety  or  sureties  required  by  law 
shall  have  the  same  force  and  effect  as  individual  or 
corporate  sureties,  or  certified  checks,  bank  drafts, 
post-office  money  orders,  or  cash,  for  the  penalty  or 
amount  of  such  penal  bond.  The  bonds  deposited 
hereunder,  and  such  other  United  States  bonds  as  may 
be  substituted  therefor  from  time  to  time  as  such 
security,  may  be  deposited  with  the  Treasurer,  or  an 
Assistant  Treasurer  of  the  United  States,  a  Oovem- 
ment  depository.  Federal  Reserve  bank,  or  member 
bank,  which  shall  issue  receipt  therefor,  describing 
such  bonds  so  deposited.  As  soon  as  security  for 
the  performance  of  such  penal  bond  is  no  longer  nec- 
essary, such  bonds  so  deposited,  shall  be  returned  to 
the  depositor:  Provided,  That  in  case  a  person  or 
persons  supplying  a  contractor  with  labor  or  material 
as  provided  by  the  Act  of  Congress,  approved  Feb- 
ruary 24,  1905  (88  Stat,  811),  entlUed  "An  Act  to 
amend  an  Act  approved  August  thirteenth,  eighteen 
hundred  and  ninety-four,  entitled  'An  Act  for  the 
protection  of  persons  furnishing  materials  and  labor 
for  the  construction  of  public  works,'"  shall  file  with 
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the  obligee,  at  may  time  after  a  default  In  the  per- 
formance of  any  contract  enbject  to  said  Acts,  the  ap- 
plication and  affidavit  therein  provided,  the  oblUree  s 
■hall  not  deliver  to  the  obligor  the  deposited  bonds 
nor  any  surplus  proceeds  thereof  until  the  expiration 
of  the  Ume  Umlted  by  said  AcU  for  the  InsUtution 
of  suit  by  such  person  or  persons,  and.  In  case  suit 
shaU  be  InsUtuted  within  such  Ume,  shall  hold  said 
bonds  or  proceeds  subject  to  the  order  of  the  court 
having  Jurisdiction  thereof:  Provided  further.  That 
nothing  herein  contained  shall  affect  or  Impair  the 
priority  of  the  claim  of  the  United  States  against  the 
bonds  deposited  or  any  right  or  remedy  granted  by 
said  Acts  or  by  this  section  to  the  United  States  for 
default  upon  any  obligation  of  said  penal  bond:  Pro- 
vided further.  That  all  laws  Inconsistent  with  this 
section  are  hereby  so  modified  as  to  conform  to  the 
provisions  hereof:  And  provided  further.  That  nothing 
contained  herein  shall  affect  the  authority  of  courts 
over  the  security,  where  such  bonds  are  taken  as 
security  In  judicial  proceedings,  or  the  authority  of 
any  administrative  officer  of  the  United  States  to 
receive  United  States  bonds  for  security  in  cases  au- 
thorised by  existing  laws.  The  Secretary  may  prescribe 
rules  and  regulations  necessary  and  proper  for  carry- 
ing this  section  Into  effect 

TITLB  Xiy.— GBNBRAL  PSOVISIONa 

SECTION    1400.     (a)  That    the    foUowlng    parts    of  Repeal  of 
AcU  are  hereby  repealed,   subject  to  the  limitations     Former  Acts 
provided  In  subdivision  (b): 

(1)  The  following  titles  of  the  Revenue  Act  of  1116: 

Title  I  (called  "Income  Tax~); 

TlUe  II  (called  "Estate  Tax^); 

TlUe  in  (called  'OiuniUons  Sianufacturers'  Tax"), 
as  amended; 

Title  IV  (called  •'Miscellaneous  Taxes"). 

(S)  The  following  parts  of  the  Act  enUUed  "An  Act 
to  provide  Increased  revenue  to  defray  the  expenses 
of  the  Increased  appropriations  for  the  Army  and  Navy 
and  the  extensions  of  fortifications,  and  for  other  pur- 
poses," approved  March  8,  1117: 

Tltie  III  (called  "Estate  Tax"); 

Section  402  (called  "Returns  of  Dividends"). 

(8)  The  following  titles  of  the  Revenue  Act  of  1917: 

Title  I    (called   "War  Income  Tax"); 

Title  II  (called  "War  Excess-Profits  Tax"); 

Title  III  (called  "War  Tax  on  Beverages"); 

Title  IV  (called  "War  Tax  on  Cigars,  Tobacco,  and 
Manufactures  Thereor*); 

TiUe  V  (called  "War  Tax  on  FaclllUes  Furnished  by 
Public  Utilities,  and  Insurance"); 

Title  VI  (called  "War  Excise  Taxes"); 

Title  VII  (called  "War  Tax  on  Admissions  and 
Dues"); 

Title  Vm   (called  "War  Stamp  Taxes"); 
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Title  IX  (called  "War  Estate  Tax"); 

Title  X  <oalled  "AdminiatraUTe  Provisions"); 

Title  XII  (called  "Income-Tax  Amendments"). 

(b)  Such  parts  of  Acts  shall  remain  in  force  for 
the  assessment  and  collection  of  all  taxes  which  have 
accrued  thereunder,  and  for  the  -imposition  and  col« 
lection  of  all  penalties  or  forfeitures  which  have  ao- 
erued  and  may  accrue  in  relation  to  any  such  taxes, 
and  except  that  the  unexpended  balance  of.  any  ap* 
propriation  heretofore  made  and  now  available  for 
the  administration  of  any  such  part  of  an  Act  shall 
be  available  for  the  administration  of  this  Act  or  the 
correspondingr  provision  thereof:  Provided,  That,  ex* 
cept  as  otherwise  provided  in  this  Act,  no  taxes  shall 
be  collected  under  Title  I  of  the  Revenue  Act  of  191f 
as  amended  by  the  Revenue  Act  of  1917,  or  Title  I  or 
II  of  the  Revenue  Act  of  1917,  in  respect  to  any  period 
after  December  91,  1917:  Provided  further.  That  the 
assessment  and  collection  of  all  estate  taxes,  and  the 
imposition  and  collection  of  all  penalties  or  forfeitures, 
which  have  accrued  under  Title  II  of  the  Revenue 
Act  of  1916  as  amended  by  the  Act  entitled  "An  Act 
to  provide  increased  revenue  to  defray  the  expanses 
of  the  Increased  appropriations  for  the  Army  and  Navy 
and  the  extensions  of  fortifications,  and  for  other 
purposes,"  approved  March  9,  1917,  or  Title  IX  of  the 
Revenue  Act  of  1917,  shall  be  accordingr  to  the  pr6vi- 
sions  of  Title  IV  of  this  Act  In  the  case  of  any 
tax  imposed  by  any  part  of  an  Act  herein  repealed,  if 
there  is  a  tax  imposed  by  this  Act  In  lieu  thereof,  the 
provision  Imposinsr  such  tax  shall  remain  in  force 
until  the  correspondingr  tax  under  this  Act  takes  ef- 
fect under  the  provisions  of  this  Act. 

Title  I  of  the  Revenue  Act  of  1916  as  amended  by 
the  Revenue  Act  of  1917  shall  remain  in  force  for 
the  assessment  and  collection  of  the  income  tax  In 
Porto  Rico  and  the  Philippine  Islands,  except  as  may 
be  otherwise  provided  by  their  respective  legislatures. 

Effect  of  SECrriON  1402.     That  if  any  clause,  sentence,  para- 

Invalidity  graph,  or  part  of  this  Act  shall  for  any  reason  be 
adjudgrod  by  any  court  of  competent  jurisdiction  to  be 
invalid,  such  judgement  shall  not  affect.  Impair,  or  in- 
validate the  remainder  of  this  Act,  but  shall  be  con- 
fined in  its  operation  to  the  clause,  sentence,  para- 
srraph.  or  part  thereof  directly  involved  In  the  oon- 
troversy  In  which  such  Judgrment  has  been  rendered. 

"Revenue  Act         SECTION   1409.    That  the  Revenue  Act  of   1916   is 
of  1916"  hereby  amended  by  adding  at  the  end  thereof  a  section 

to  read  as  follows: 

"Section  909.  That  this  Act  may  be  cited  as  the 
'Revenue  Act  of  1916.*" 

"Revenue  Act         SEC^'ION  1404.    That  the   Revenue  Act   of  1917   is 
of  1917"  hereby  amended  by  adding  at  the  end  thereof  a  sec- 

tion to  read  as  follows: 
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"SecUon  180S.     That  this  Aot  may  be  cited  as  the 
•Revenue  Act  of  1917.' " 

SECTION  1406.    That  this  Act  may  be  cited  as  the  Citation  of  Act 
"Revenue  Act  of  1918." 

SECTION  1408.    That  ever^  person  who  on  or  after  Persons 
April   6,   1917,   has  entered   into   any  contract,   under«     Havlnsr 
taking,  or  afirreement  with  the  United  States,  or  with      Contracts 
Any    department,    bureau,    officer,    commission,    board,     with 
or  asrency  under  the  United  States  or  actingr  in  its  be-     Government 
half,  or  with  any  other  person  having  contract  rela-     to  Pile  Copy 
tions  with  the  United  States,  for  the  performance  of     Upon 
any  work  or  the  supplying  of  any  materials  or  prop-     Request 
erty  for  the  use  of  or  for  the  account  of  the  United 
States,  shall,  within  thirty  days  after  a  request  of  the 
Commissioner  therefor,  file  with  the  Commissioner  a 
true  and  correct  copy  of  every  such  contract,  under- 
taking, or  agreement. 

Whoever  fails  to  comply  with  such  request  of  the 
Commissioner  shall  be  guilty  of  a  misdemeanor  and 
shall  be  punished  by  a  fine  of  not  more  than  $1,000,  or 
by  imprisonment  for  not  more  than  one  year,  or  both. 

The  Commissioner  shall   (when  not  violative  of  the  Inspection  of 
technical  military  or  naval  secrets  of  the  Qovemment)     Government 
have  access   to  all  information   and   data  relating   to     Contracts 
any  such  contract,  undertaking,  or  agreement,  in  the 
possession,    control    or    custody    of    any    department, 
bureaiL   board,   agency,   officer   or   commission   of   the 
United  States  and  may  call  upon  any  such  department, 
bureau,    board,    agency,    officer    or    commission   for   a 
full   statement  and  description   of  any   allowance  for 
amortization,  obsolescence,  depreciation  or  loss,  or  of 
any  valuation,  appraisal,  adjustment  or  final  settlement, 
made  in  pursuance  of  any  such  contract,  undertaking, 
or  agreement. 

-  SECTION  1409.     That  unless  otherwise   herein   spe- 
cially provided,  this  Act  shall  take  effect  on  the  day 
following  its  passage. 
Approved,   6:56  P.   M.,  February   24,   1919.    ' 
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APPENDIX  B 

Revenue  Act  of  1917 

Income  and  Profits  Tax  Provisions 

[Public— No.   60 — 65th  Congress] 
[H.  R.  4280] 

An  Act  to  provide  revenue  to  defray  wax  expenses, 
and  for  other  purposes. 

Be  it  enacted  by  the  Senate  and  House  of  Represent- 
atives of  the  United  States  of  America  in  Congress 
assembled, 

TXTUi  X^— WAm  XHOOMB  TASL 

SECTION  1.  That  in  addition  to  the  normal  tax  im- Additional 
posed  by  subdivision  (a)  of  section  one  of  the  Act  en-     Normal 
titled  "An  Act  to  increase  the  revenue,  and  for  other     Tax — 
purposes,"   approved   September  eighth,   nineteen   hun-     Individuals 
dred  and  sixteen,  there  shall  be  levied,  assessed,  col- 
Icted,  and  paid  a  like  normal  tax  of  two  per  centum 
upon  the  income  of  every  Individual,  a  citizen' or  resi- 
dent of  the  United  States,  received  in  the  calendar  year 
nineteen  hundred  and  seventeen,  and  every  calendar  year 
thereafter. 

SBCTION  2.  That  in  addiUon  to  the  additional  tax  AddiUonal 
imposed  by  subdivision  (b)  of  section  one  of  such  Act     Tax  or 
of   September    eigrhth,   nineteen    hundred    and    sixteen.     Surtax 
there  shall  be  levied,  assessed,  collected,  and   paid  a 
like  additional  tax  upon  the  income  of  every  individual 
received   in    the   calendar  year   nineteen   hundred   and 
seventeen  and  every  calendar  year  thereafter,  as  fol- 
lows: 

One  per  centum  per  annum  upon  the  amount  by  Rates  of 
which  the  total  net  income  exceeds  $5,000  and  does  not  Surtax 
exceed  $7,600; 

Two  per  centum  per  annum  upon  the  amount  by 
which  the  total  net  income  exceeds  $7,600  and  does  not 
exceed  $10,000; 

Three  per  centum  per  annum  upon  the  amount  by 
which  the  total  net  income  exceeds  $10,000  and  does 
not  exceed  $12,600; 

Four  per  centum  per  annum  upon  the  amount  by 
which  the  total  net  income  exceeds  $12,600  and  does 
not  exceed  $16,000; 

Five  per  centum  per  annum  upon  the  amount  by 
which  the  total  net  income  exceeds  $16,000  and  does 
not  exceed  $20,000; 

Seven  per  centum  per  annum  upon  the  amount  by 
which  the  total  net  income  exceeds  $20,000  and  does 
not  exceed  $40,000; 
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Ten  per  centum  per  annum  upon  the  amount  by 
which  the  total  net  Income  exceeds  1 40,000  and  does 
not  exceed  160,000; 

Fourteen  per  centum  per  annum  upon  the  amount  by 
which  the  total  net  income  exceeds  |60,000  and  does  not 
exceed  |80,000; 

Eighteen  per  centum  i>er  annum  upon  the  amount  by 
which  the  total  net  income  exceeds  |80,000  and  does  not 
exceed  |100,000; 

Twenty-two  per  centum  per  annum  upon  the  amount 
by  which  the  total  net  income  exceeds  1 100,000  and 
does  not  exceed  |1 50,000; 

Twenty-five  per  centum  per  annum  upon  the  amount 
by  which  the  total  net  income  exceeds  $150,000  and 
does  not  exceed  |200,000; 

Thirty  per  centum  per  annum  upon  the  amount  by 
which  the  total  net  income  exceeds  1 200,000  and  does 
not  exceed  1250.000; 

Thirty-four  per  centum  per  annum  upon  the  amount 
by  which  the  total  net  income  exceeds  |250,000  and 
does  not  exceed  |300,000; 

Thirty-seven  per  centum  per  annum  upon  the  amount 
by  which  the  total  net  income  exceeds  |300,000  and 
does  not  exceed  $500,000; 

Forty  per  centum  per  annum  upon  the  amount  by 
which  the  total  net  income  exceeds  $500,000  and  does 
not  exceed  $750,000; 

Forty-five  per  centum  per  annum  upon  the  amount  by 
which  the  total  net  income  exceeds  $760,000  and  does 
not  exceed  $1,000,000; 

Fifty  i>er  centum  per  annum  upon  the  amount  by 
which  the  total  net  income  exceeds  $1,.000,000. 


Basis  of  De*  SECTION  3.  That  the  taxes  imposed  by  sections  one 
termination  and  two  of  this  Act  shall  be  computed,  levied,  assessed, 
of  Tax  collected,  and  i>aid  upon  the  same  basis  and  in  the  same 

E«xemptlons    manner  as  the  similar  taxes  imposed  by  section  one  of 
such  Act  of  September  eighth,  nineteen   hundred  and 
sixteen,  except  that  In  the  case  of  the  tax  imposed  by 
section  one  of  this  Act  (a)  the  exemptions  of  $8,000  and 
$4,000  provided  in  section  seven  of  such  Act  of  Sep- 
tember eighth,  nineteen  hundred  and  sixteen,  as  amend- 
ed by  this  Act,  shall  be,  respectively,  $1,000  and  $2,000. 
and    (b)    the   returns   required   under   subdivisions    (b) 
and  (c)  of  section  eight  of  such  Act  as  amended  by  this 
Withholding       Act  shall  be  required  in   the  case  of  net  incomes  of 
of  Normal      $1,000  or  over,  in  the  case  of  unmarried  persons,  and 
Tax  at  $2,000  or  over  in  the  case  of  married  persons,  instead  of 

Source  $3,000  or  over,  as  therein  provided,  and  (c)  the  provi- 

sions of  subdivision  (c)  of  section  nine  of  such  Act, 
as  amended  by  this  Act,  requiring  the  normal  tax  of 
individuals  on  income  derived  from  interest  to  be  de- 
ducted and  withheld  at  the  source  of  the  income  shall 
not  apply  to  the  new  two  per  centum  normal  tax  pre- 
scribed in  section  one  of  this  Act  until  on  and  after 
January  first,  nineteen  hundred  and  eighteen,  and  there- 
after only  one  two  per  centum  normal  tax  shall  be 
deducted  and  withheld  at  the  source  under  the  provl- 
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slons  of  such  subdivision  (c),  and  any  furthsr  normal 
tax  for  which  the  recipient  of  such  income  is  liable 
under  this  Act  or  such  Act  of  September  eigrhth,  nine- 
teen hundred  and  sixteen,  as  amended  by  this  Act,  shall 
be  paid  by  such  recipient 

SECTION  4.  That  in  addition  to  the  tax  imposed  byAddiUonal 
subdivision  (a)  of  section  ten  of  such  Act  of  Septem«     Normal 
ber  eiffhth,  nineteen  hundred  and  sixteen,  as  amended     Tax — 
by  this  Act,  there  shall  be  levied,  assessed,  collected.     Corporations 
and  paid  a  like  tax  of  four  per  centum  upon  the  income 
received    in    the   calendar  year   nineteen    hundred   and 
seventeen  and  every  calendar  year  thereafter,  by  every  Fiscal  Tear 
corporation,  Joint-stock  company  or  association,  or  in- 
surance company,  subject  to  the  tax  imposed  by  that 
subdivision  of  that  section,  except  that  If  it  has  fixed  its 
own  fiscal  year,  the  tax  imposed  by  this  section  for  the 
fiscal  year  endingr  durinsT  the  calendar  year  nineteen  hun- 
dred and  seventeen  shall  be  levied,  assessed,  collected, 
and  paid  only  on  that  proportion  of  its  income  for  such 
fiscal  year  which  the  period  between  January  first,  nine- 
teen hundred  and  seventeen,  and  the  end  of  such  fiscal 
year  bears  to  the  whole  of  such  fiscal  year. 

The  tax  imposed  by  this  section  shall  be  computed.  Basis  of  De- 
levled,  assessed,  collected,  and  paid  upon  the  same  in-     termination 
comes  and  in  the  same  manner  as  the  tax  imposed  by     of  Tax 
subdivision  (a)  of  section  ten  of  such  Act  of  Septem- 
ber eighth,  nineteen  hundred  and  sixteen,  as  amended 
by  this  Aot,  except  that  for  the  purpose  of  the  tax  Im-  Credit  of 
posed  by  this  section  the  income  embraced  in  a  return     Dividends 
of  a  corporation.  Joint-stock  company  or  association,  or 
insurance  company,  shall  be  credited  with  the  amount 
received  as  dividends  upon  the  stock  or  from  the  net 
earnings  of  any  other  corporation.  Joint-stock  company 
or  association,  or  insurance  company,  which  Is  taxable 
upon  Us  net  income  as  provided  in  this  title. 

SECTION  5.  That  the  provisions  of  this  title  shall  Porto  Rico  an< 
not  extend  to  Porto  Rico  or  the  Philippine  Islands,  and     Philippine 
the  Porto  Rican  or  Philippine  Lieglslature  shall  have     Islands 
power  by  due  enactment  to  amend,  alter,  modify,   or 
repeal  the  income  tax  laws  in  force  in  Porto  Rico  or 
the  Philippine  Islands,  respectively. 


SECTION  200.— -That  when  used  in  this  Utl»—  DefinlUons 

The    term    "corporation"    includes    Joint-stock    com- Corporation 
panics  or  associations  and  Insurance  companies;  Domestic 

The  term   "domestic"  means  created  under  the  law  Foreign 
of  the  United   States,   or  of  any  State,   Territory,   or  United  States 
District  thereof,  and  the  term  ••forelgm"  means  created  Taxable  Tear 
under  the  law  of  any  other  possession  of  the  United 
States  or  of  any  foreign  country  or  government; 

The  term  "United  States"  means  only  the  States, 
the  Territories  of  Alaska  and  Hawaii,  and  the  District 
of  Columbia; 
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Prewar 
Period 


Trade, 
Business 
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The  term  *  taxable  year"  means  the  twelve  months 
ending  December  thirty-first  excepting  In  the  case  of  a 
corporation  or  partnership  which  has  fixed  Its  own  fiscal 
year.  In  which  case  It  means  such  fiscal  year.  The  first 
taxable  year  shall  be  the  year  ending  December  thirty^ 
first,  nineteen  hundred  and  seventeen,  except  that  In 
the  case  of  a  corporation  or  partnership  which  has  fixed 
Its  own  fiscal  year.  It  shall  be  the  fiscal  year  ending 
during  the  calendar  year  nineteen  himdred  and  seven- 
teen. If  a  corporation  or  partnership,  prior  to  March 
first,  nineteen  hundred  and  eighteen,  makes  a  return 
covering  Its  own  fiscal  year,  and  Includes  therein  the 
Income  received  during  that  part  of  the  fiscal  year  fall- 
ing within  the  calendar  year  nineteen  hundred  and  six- 
teen, the  tax  for  such  taxable  year  shall  be  that  pro- 
portion of  the  tax  computed  upon  the  net  Income  during 
such  full  fiscal  year  which  the  time  from  January  first, 
nineteen  hundred  and  seventeen,  to  the  end  of  such 
fiscal  year  bears  to  the  full  fiscal  year;  and 

The  term  "prewar  period"  means  the  calendar  years 
nineteen  himdred  and  eleven,  nineteen  hundred  and 
twelve,  and  nineteen  hundred  and  thirteen,  or,  if  a  cor- 
poration or  partnership  was  not  In  existence  or  an  in- 
dividual was  not  engaged  In  a  trade  or  business  during 
the  whole  of  such  period,  then  as  many  of  such  years 
during  the  whole  of  which  the  corporation  or  partner- 
ship was  In.  existence  or  the  Individual  was  engaged  in 
the  trade  or  business. 

The  terms  "trade"  and  "business"  Include  professions 
and  occupations. 

The  term  "net  Income"  means  in  the  case  of  a  for- 
eign corporation  or  partnership  or  a  nonresident  alien 
individual,  the  net  Income  received  from  sources  within 
the  United  States. 


Who  Liable 
to  Tax 


Rates  of  Tax 


SECTION  201.  That  In  addition  to  the  taxes  under 
existing  law  and  under  this  act  there  shall  be  levied, 
assessed,  collected,  and  paid  for  each  taxable  year  upon 
the  Income  of  every  corporation,  partnership,  or  Indi- 
vidual, a  tax  (hereinafter  In  this  title  referred  to  as  the 
tax)  equal  to  the  following  percentages  of  the  net  in- 
come: 

Twenty  per  centum  of  the  amount  of  the  net  Income 
in  excess  of  the  deduction  (determined  as  hereinafter 
provided)  and  not  In  excess  of  fifteen  per  centum  of  the 
Invested  capital  for  the  taxable  year; 

Twenty-five  per  centum  of  the  amount  of  the  net 
income  In  excess  of  fifteen  per  centum  and  not  in  ex- 
cess of  twenty  per  centum  of  such  capital; 

Thirty-five  per  centum  of  the  amount  of  the  net 
Income  in  excess  of  twenty  per  centum  and  not  in  ex- 
cess of  twenty-five  per  centum  of  such  capital; 

Forty-five  per  centum  of  the  amount  of  the  net  in- 
come in  excess  of  twenty-five  per  centum  and  not  in 
excess  of  thirty-three  per  centum  of  such  capital;  and 

Sixty  per  centum  of  the  amount  of  the  net  income  In 
excess  of  thirty-three  per  centum  of  such  capitaL 
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For  the  purpose  of  this  title  every  corporation  or  Taxed  as  a 
partnership  not  exempt  under  the  provisions  of  this     Slnsrle  Trade 
section  shall  be  deemed  to  be  engaged  in  business,  and     or  Business 
all  the  trades  and  businesses  In  which  it  is  engaged 
shall  be  treated  as  a  single  trade  or  business,  and  all 
its    income    from    whatever    source    derived    shall    be 
deemed  to  be  received  from  such  trade  or  business. 

This  title  shall  apply  to  all  trades  or  businesses  of  State  and 
whatever  description,  whether  continuously  carried  on     United  Statei 
or  not,  except —  Officers  and 

(a)  In  the  case  of  officers  and  employees  under  the     Bmployees 
United  States,  or  any  State,  Territory,  or  the  District     ESxempt 

of  Columbia,  or  any  local  subdivision  thereof,  the  com- 
pensation or  fees  received  by  them  as  such,  officers  or 
employees; 

(b)  Corporations  exempt  from  tax  under  the  provi- Exempt 
sions  of  section  eleven  of  Title  1  of  such  Act  of  Sep-     Corporations 
tember  eighth,  nineteen  hundred  and  sixteen,  as  amend- 
ed by  this  Act,  and  partnerships  and  individuals  car- 
rying on  or  doing  the  same  business,  or  coming  within 

the  same  description;  and 

(c)  Incomes  derived  from  the  business  of  life,  health,  Insurance 
and  accident  insurance  combined  in  one  policy  issued  Income 
on  the  weekly  premium  payment  plan. 

SECTION  202.  That  the  tax  shall  not  be  imposed  In  Foreign 
the  case  of  the  trade  or  business  of  a  foreign  cor-     Persons 
poration   or  partnership   or  a   nonresident   alien   indi- 
vidual, the  net  income  of  which  trade  or  business  dur- 
ing the  taxable  year  is  less  than  $8,000. 

SECTION  208.  That  for  the  purposes  of  this  title 
the  deduction  shall  be  as  follows,  except  as  otherwise 
in  this  title  provided — 

(a)  In  the  case  of  a  domestic  corporation,  the  sum  Deductions 
or  (1)  an  amount  equal  to  the  same  percentage  of  the     Allowed 
invested  capital  for  the  taxable  year  which  the  average     Domestic 
amount  of  the  annual  net  income  of  the  trade  or  busl-     Corporations 
ness  during  the  prewar  period  was  of  the  invested  capi- 
tal for  the  perwar  period  (but  not  less  than  seven  or 

mofe  than  nine  per  centum  of  the  invested  capital  for 
the  taxable  year),  and  (2)  |8,000; 

(b)  In  the  case  of  a  domestic  partnership  or  of  a  dti-  Deduction 
sen  or  resident  of  the  United  States,  the  sum  of  (1)  an  Allowed 
amount  equal  to  the  same  percentage  of  the  invested  Domestic 
capital  for  the  taxable  year  which  the  average  amount  .Partnership, 
of  the  annual  net  income  of  the  trade  or  business  dur-  Citizen 

ing  the  prewar  period  was  of  the  invested  capital  for  or  Resident 

the  perwar  period   (but  not  less  than  seven  or  more  of  United 

than  nine  per  centum  of  the  invested  capital  for  the  States 
taxable  year),  and  (2)  |6,000; 

(c)  In  the  case  of  a  foreign  corporation  or  partner- Deduction 
ship  or  of  a  nonresident  alien  individual,  an  amount  Allowed 
ascertained  in  the  same  manner  as  provided  In   sub-  Foreign 
divisions  (a)  and  (b)  without  any  exemption  of  |8,000  Corporation 
or  $6,000;  Partnership, 

(d)  If  the  Secretary  of  the  Treasury  is  unable  satis-  Nonresident 
factorily  to  determine  the  average  amount  of  the  an-  Alien 
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Deduotiott-^  nual  net  inooma  of  tiu  trad«  ot  business  during  the 
Net  Income  prewar  period  the  deduction  shall  be  determined  In  the 
Not  De-  same  manner  as  provided  In  section  two  hundred  and 

terminable      five. 

Deduction — 
Taxpayer   In 
E2xlstence 
Less  Than 
One  Tear 
During 
Prewar 
Period 


Continuing 
Business — 
Reorganisa- 
tion 


No  Net  Income 
During 
Prewar 
Period 


Per  Cent  of 
Net  Income 
to  Invested 
Capital  Liow 
as  Compared 
With  Rep- 
resentative 
Concerns 


Per  Cent 
Determined 
By  Com- 
missioner 


Basis  for 
Determlna^ 
tion  of  Tax 


SECTION  204.  That  If  a  corporation  or  partnership 
was  not  inexistehce,  or  an  individual  was  not  engaged 
in  the  trade  or  business,  during  the  whole  of  any  one 
calendar  year  during  the  prewar  period,  the  deduction 
shall  be  an  amount  equal  to  eight  per  centum  of  the 
Invested  capital  for  the  taxable  year,  plus  In  the  case 
of  a  domestic  corporation  |S,000,  and  in  the  case  of  a 
domestic  partnership  or  a  citizen  or  resident  of  the 
United  States  $6,000. 

A  trade  or  business  carried  on  by  a  corporation,  part- 
nership, or  Individual,  although  formally  organised  or 
reorganised  on  Or  after  January  second,  nineteen  hun- 
dred and  thirteen,  which  Is  substantially  a  continuation 
of  a  trade  or  business  carried  on  prior  to  that  date, 
shall,  for  the  purposes  of  this  title,  be  deemed  to  have 
been  in  existence  prior  to  that  date,  and  the  net  Income 
and  Invested  capital  of  Its  predecessor  prior  to  that 
date  shall  be  deemed  to  have  been  Its  net  income  and 
Invested  capital. 

SECTION  205.  (a)  That  if  the  Secretary  of  the 
Treasury,  upon  complaint  finds  either  (1)  that  during 
the  prewar  period  a  domestic  corporation  or  partner- 
ship, or  a  citizen  or  resident  of  the  United  States,  had 
no  net  income  from  the  trade  or  business,  or  (2)  that 
during  the  prewar  period  the  peroentage»  which  the  net 
Income  was  of  the  invested  capital,  was  low  as  com- 
pared with  the  percentage,  which  the  net  Income  during 
such  period  of  representative  corporations,  partner- 
ships, and  individuals,  engaged  in  a  like  or  similar  trade 
or  business,  was  of  their  Invested  capital,  then  the  de- 
duction shall  be  the  sum  of  (1)  an  amount  equal  to  the 
same  percentage  of  its  Invested  capital  for  the  taxable 
year  which  the  average  deduction  (determined  in  the 
same  manner  as  provided  in  section  two  hundred  and 
three,  without  Including  the  |8,000  or  |6,000  therein  re- 
ferred to)  for  such  year  of  representative  corporations, 
partnerships,  or  Individuals,  engaged  in  a  like  or  simi- 
lar trade  or  business,  is  of  their  average  Invested  capi- 
tal for  such  year  plus  (2)  in  the  case  of  a  domestic 
corporation  $8,000,  and  In  the  case  of  a  domestic  part- 
nership or  a  citizen  or  resident  of  the  United  States 
$6,000. 

The  percentage  which  the  net  income  was  of  the 
Invested  capital  In  each  trade  or  business  shall  be  de- 
termined by  the  Commissioner  of  Internal  Revenue.  In 
accordance  with  regulations  prescribed  by  him,  with 
the  approval  of  the  Secretary  of  the  Treasury.  In  the 
case  of  a  corporation  or  partnership  which  has  fixed  Its 
own  fiscal  year,  the  percentage  determined  by  the  cal- 
endar year  ending  during  such  fiscal  year  shall  be  used. 

(b)  The  tax  shall  be  assessed  upon  the  basis  of  the 
deduction  determined  as  provided  In  section  two  hun- 
dred and  three,  but  the  taxpayer  claiming  the  benefit  of 
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this  section  may  at  the  time  of  makinsr  the  return  file  a 
claim  for  abatement  of  the  amount  by  which  the  tax 
so  asseused  exceeds  a  tax  computed  upon  the  basis  of  Abatement  and 
the  deduction  determined  as  provided  in  this  section.     Kefund  of 
In  such  event,  collection  of  the  part  of  the  tax  cov-     Ihccessive 
ered  by  such  claim  for  abatement  shall  not  be  made     Tax 
until  the  claim  is  decided,  but  if  in  the  judgment  of  the 
Commissioner  of  Internal  Revenue,  the  interests  of  the 
United  States  would  be  Jeopardized  thereby  he  may  re- 
quire the  claimant  to  give  a  bond  in  such  amount  and 
with  such  sureties  as  the  Commissioner  may  think  wise 
to  safeffuard  such  interests,  conditioned  for  the  pay- 
ment of  any  tax  found  to  be  due,  with  the  interest 
thereon,   and   if   such    bond,    satisfactory   to    the   com- 
missioner,  is  not  given   within  such   time  as  he   pre- 
scribes, the  full  amount  of  tax  assessed  shall  be  col- 
lected and  the  amount  overpaid,  if  any,  shall  upon  final 
decision  of  the  application  be  refunded  as  a  tax  erro- 
neously or  illegally  collected. 

SECTION  206.  That  for  the  purposes  of  this  title  the  Determination 
net  income  of  a  corporation  shall  be  ascertained  and      of  Net 
returned   (a)   for   the  calendar  year  nineteen  hundred     Income  for 
and  eleven  and  nineteen  hundred  and  twelve  upon  the     Prewar 
same  basis  and   in   the  same   manner  as  provided   In     Period — 
section  thirty-eight  of  the  Act  entitled  "An  Act  to  pro-     Corporations 
vide  revenue,  equalise  duties,  and  encourage  the  indus- 
tries of   the   United   States,  and   for  other   purposes," 
approved  August  fifth,  nineteen  hundred  and  nine,  ex- 
cept that  income  taxes  paid  by  it  within  the  year  im- 
posed by  the  authority  of  the  United  States  shall  be 
included;    (b)   for  the  calendar  year  nineteen   hundred 
and  thirteen  upon  the  same  basis  and  In  the  same  man- 
ner as  provided  In  section  II  of  the  Act  entitled  "An 
Act  to  reduce  tariff  duties  and  to  provide  revenue  for 
the    Oovemment,    and    for    other    purposes,"    approved 
October   third,    nineteen   hundred   and   thirteen,   except  Deduotlona 
that  income  taxes  paid  by  it  within  the  year  imposed 
by  the  authority  of  the  United  States  shall  be  included, 
and  except  that  the  amounts  received  by  it  as  dividends 
upon  the  stock  or  from  the  net  earnings  of  other  cor- 
porations, joint-stock  companies  or  associations,  or  in- 
surance companies,  subject  to  the  tax  Imposed  by  sec- 
tion II  of  such  Act  of  October  third,  nineteen  hundred 
and  thirteen,  shall  be  deducted;  and  (c)  for  the  taxable 
year  upon  the  same  basis  and  in  the  same  manner  as 
provided  in  Title  I  of  the  Act  entitled  "An  Act  to  In- Net  Income 
crease  the  revenue,  and  for  other  purposes,"  approved     for  Taxable 
September   eighth,    nineteen    hundred    and    sixteen,    as     Year 
amended  by  this  Act,  except  that  the  amounts  received 
by  it  as  dividends  upon  the  stock  or  from  the  net  earn- 
ings of  other  corporations.  Joint-stock  companies  or  as-  Deductions 
sociations,  or  insurance  companies,  subject  to  the  tax 
imposed  by  Title  I  of  such  Act  of  September  eighth, 
nineteen  hundred  and  sixteto,  shall  be  deducted. 

The  net  income  of  a  partnership  or  individual  shall  Determination 
be    ascertained    and    returned    for    the   calendar   years      of  Net 
nineteen    hundred    and    eleven,   nineteen    hundred    and     Income—^ 
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taxable  year,  upon  the  same  basis  and  In  the  same 
manner  as  provided  In  Title  I  of  such  Act  of  Septem- 
ber eighth,  nineteen  hundred  and  sixteen,  as  amended 
by  this  Act.  except  that  the  credit  allowed  by  subdivi- 
sion (b)  of  section  five  of  such  Act  shall  be  deducted. 
There  shall  be  allowed  (a)  In  the  case  of  a  domestic 
partnership  the  same  deductions  as  allowed  to  Indi- 
viduals In  subdivision  (a)  of  section  five  of  such  Act  of 
September  eighth,  nineteen  hundred  and  sixteen,  as 
amended  by  this  Act;  and  (b)  In  the  case  of  a  foreign 
partnership  the  same  deductions  as  allowed  to  Indi- 
viduals in  subdivision  (a)  of  section  six  of  such  Act  as 
amended  by  this  Act 

SECTION  207.  That  as  used  In  this  title,  the  term 
"Invested  capital"  for  any  year  means  the  average  In- 
vested capital  for  the  year,  as  defined  and  limited  in 
this  title,  averaged  monthly. 

As  used  in  this  title  "Invested  capital"  does  not  in- 
clude stocks,  bonds  (other  than  obligations  of  the 
United  States),  or  other  assets,  the  Income  from  which 
Is  not  subject  to  the  tax  imposed  by  this  title  nor 
money  or  other  property  borrowed,  and  means  subject 
to  the  above  limitations: 

(a)  In  the  case  of  a  corporation  or  partnership:  (1) 
Actual  cash  paid  in,  (2)  the  actual  cash  value  of  tangible 
property  paid  in  other  than  cash,  for  stock  or  shares  In 
such  corporation  or  partnership,  at  the  time  of  such 
payment  (but  in  case  such  tangible  property  was  paid 
in  prior  to  January  first,  nineteen  hundred  and  four- 
teen, the  actual  cash  value  of  such  property  as  of 
January  first,  nineteen  hundred  and  fourteen,  but  in  no 
case  to  exceed  the  par  value  of  the  original  stock  or 
shares  specifically  issued  therefor),  and  (S)  paid  in  or 
earned  surplus  and  undivided  profits  used  or  employed 
in  the  business,  exclusive  of  undivided  profits  earned 
during  the  taxable  year:  Provided,  That  (a)  the  actual 
cash  value  of  patents  and  copyrights  paid  In  for  stock 
or  shares  in  such  corporation  or  partnership,  at  the 
time  of  such  payment,  shall  be  Included  as  invested 
capital,  but  not  to  exceed  the  par  value  of  such  stock 
or  shares  at  the  time  of  such  payment,  and  <h)  the 
good  will,  trade-marks,  trade  brands,  the  franchise  of 
a  corporation  or  partnership,  or  other  intangible  prop- 
erty, shall  be  included  as  Invested  capital  If  the  cor- 
poration or  partnership  made  payment  bona  fide  there- 
for specifically  as  such  In  cash  or  tangible  property,  the 
value  of  such  good  will,  trade-mark,  trade  brand,  fran- 
chise, or  intangible  property,  not  to  exceed  the  actual 
cash  or  actual  cash  value  of  the  tangible  property  paid 
therefor  at  the  time  of  such  payment;  but  good  will, 
trade-marks,  trade  brands,  franchise  of  a  corporation 
or  partnership,  or  other  intangrlble  property,  bona  fide 
purchased,  prior  to  March  third,  nineteen  hundred  and 
seventeen,  for  and  with  interest  or  shares  In  a  part- 
nership or  for  and  with  shares  in  the  capital  stock  of  a 
corporation  (issued  prior  to  March  third,  nineteen  hun- 


APPBNDIX  PAOB  72 


Digitized  by  VjOOQIC 


REVENUE    ACT    OF    1917 

dred  and  seventeen),  in  an  amount  not  to  exceed,  on 
March  third,  nineteen  hundred  and  seventeen,  twenty 
per  centum  of  the  total  interests  or  shares  in  the  part- 
nership or  of  the  total  shares  of  the  capital  stock  of  the 
corporation,  shall  be  included  in  invested  capital  at  a 
value  not  to  exceed  the  actual  cash  value  at  the  time 
of  such  purchase,  and  in  case  of  issue  of  stock  therefor 
not  to  exceed  the  par  valu^  of  such  stock: 

(b)  In  the  case  of  an  individual,  (1)  actual  cash  paid  Individual 
into  the  trade  or^business,  and  (2)  the  actual  cash  value     Invested 
of  tangible  property  paid  into  the  trade  or  business.      Capital 
other  than  cash,  at  the  time  of  such  payment  (but  in 
case  such  tangible  property  was  paid  in  prior  to  Janu- 
ary  first,   nineteen   hundred   and    fourteen,    the  actual 
cash  value  of  such  property  as  of  January  first,  nine- 
teen hundred  and  fourteen),  and    (8)   the  actual  cash 
value  of  patents,   copyrights,   good   will,   trade-marks.  Patents, 
trade  brands,  franchises,  or  other  intangible  property.     Copyrights 
paid  into  the  trade  or  business,   at  the  time  of  such 
payment,  if  payment  was  made  therefor  specifically  as 
such  in  cash  or  tangible  property,  not  to  exceed  the  Intangibles 
actual  cash  or  actual  cash  value  of  the  tangible  prop- 
erty bona  fide  paid  therefor  at  the  time  of  such  pay- 
ment. 

In  the  case  of  a  foreign  corporation  or  partnership  Invested 
or  of  a  nonresident  alien  individual  the  term  "invested     Capital  of 
capital"  means  that  proportion  of  the  entire  invested     Foreign 
capital,  as  defined  and  limited  in  this  title,  which  the     Taxpayers 
net  income  from  sources  within  the  United  States  bears 
to  the  entire  net  income. 

SECTION   208.  That   in   case   of   the   reorganization,  Reorganization, 
consolidation   or   change   of   ownership   of   a   trade   or     Consolida- 
business  after  March  third,  nineteen  hundred  and  sev-     tion.    Change 
enteen,  if  an  interest  or  control  in  such  trade  or  busi-     of  Ownership 
ness  of  fifty  per  centum  or  more  remains  in  control  of 
the  same  persons,   corporations,   associations,   partner- 
ships, or  any  of  them,  then  in  ascertaining  the  invested 
capital  of  the  trade  or  business  no  asset  transferred  or 
received  from  the  prior  trade  or  business  shall  be  al- 
lowed a  greater  value  than  would  have  been  allowed 
under  this  title  in   computing  the  invested  capital  of 
such  prior  trade  or  business  if  such  asset  had  not  been 
so  transferred  or  received,  unless  such  asset  was  paid 
for  specifically  as  such,  in  cash  or  tangible  property, 
and  then  not  to  exceed  the  actual  cash  or  actual  cash 
value  of  the  tangible  property  paid  therefor  at  the  time 
of  such  payment. 

SECTION  209.  That  in  the  case  of  a  trade  or  business  Rate  of  Tax 

having  no  invested  capital  or  not  more  than  a  nominal  Where  No 

capital   there   shall   be   levied,   assessed,   collected   and  Invested 

paid,  in  addition  to  the  taxes  under  existing  laws  and  Capital  or 

under  this  Act,  in  lieu  of  the  tax  imposed  by  section  Only 

two  hundred  and  one,   a  tax,  equivalent  to   eight  per  Nominal 

centum  of  the  net  income  of  such  trade  or  business  in  Capital 
excess  of  the  following  deductions:  In  the  case  of  a 
domestic  corporation  $3,000,  and  in  the  case  of  a  do- 
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mestlo  partnership  or  a  oitlMa  or  resident  of  the  United' 
States  $€,000;  in  the  oase  of  all  other  trades  or  business, 
no  deduction. 

Invested  SECTION  210.  That  if  the  Secretary  of  the  Treasury 

Capital  is  unable  in  any  case  satisfactorily  to  determine  the 

Not  invested  capital,  the  amount  of  the  deduction  shall  be 

Determinablethe  sum  of  (1)  an  amount  equal  to  the  same  proportion 
of  the  net  income  of  the  trade  or  business  received 
durinir  the  taxable  year  as  the  proportion  which  the 
average  deduction  (determined  in  the  same  manner  as 
provided  in  section  two  hundred  and  three,  without  in- 
includinff  the  $8,000  or  $6,000  therein  referred  to)  for 
the  same  calendar  year  of  representative  corporations, 
partnerships,  and  individuals,  engaged  in  a  like  or 
similar  trade  or  business,  bears  to  the  total  net  in- 
come of  the  trade  or  business  received  by  such  cor- 
porations, partnerships,  and  individuals,  plus  (2)  in 
the  case  of  a  domestic  corporation  $8,000,  and  in  the 
case  of  a  domestic  partnership  or  a  citizen  or  resident 
of  the  United  States  $6,000. 
Proportion  For  the  purpose  of  this  section  the  proportion  be- 

Determined     tween  the  deduction  and  the  net  income  in  each  trade 
by  Com*  or  business  shall  be  determined  by  the  Commissioner 

mlssioner  of  Internal  Revenue  in  accordance  with  regulations  pre- 
scribed by  him,  with  the  approval  of  the  Secretary  of 
the  Treasury.  In  the  case  of  a  corporation  or  part- 
nership which  has  fixed  its  own  fiscal  year,  the  pro- 
portion determined  for  the  calendar  year  ending  during 
such  fiscal  year  shall  be  used. 

Partnership  SECTION  211.  That  every  foreign   partnership  hav- 

Retums  ing  a  net  income  of  $8,000  or  more  for  the  taxable  year. 

and  every  domestic  partnership  having  a  net  Income  of 
$6,000  or  more  for  the  taxable  year,  shall  render  a  cor- 
rect return  of  the  income  of  the  trade  or  business  for 
the  taxable  year,  setting  forth  specifically  the  gross 
income  for  such  year,  and  the  deductions  allowed  in 
this  title.  Such  returns  shall  be  rendered  at  the  same 
time  and  in  the  same  manner  as  is  prescribed  for  in- 
come-tax returns  under  Title  I  of  such  Act  of  September 
eighth,  nineteen  hundred  and  sixteen,  as  amended  by 
this  Act 


ESxisting  Laws  SECTION  212.  That  all  administrative,  special,  and 
Elxtended  general  provisions  of  law,  including  the  laws  in  rela- 
tion to  the  assessment,  remission,  collection,  and  refund 
of  internal  revenue  taxes  not  heretofore  specifically  re- 
pealed, and  not  inconsistent  with  the  provisions  of  this 
title  are  hereby  extended  and  made  applicable  to  all 
the  provisions  of  this  title  and  to  the  tax  herein  Im- 
posed, and  all  provisions  of  Title  I  of  suoh  Act  of  Sep- 
tember eighth,  nineteen  hundred  and  sixteen,  as  amend- 
ed by  this  Aot,  relating  to  returns  and  payment  of  the 
tax  herein  Imposed,  Including  penalties,  are  hereby 
made  applicable  to  the  tax  Imposed  by  this  title. 
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SECTION    313.  That    th#   Commissioner   of    Internal  Authority  for 
Revenue,   with  the  approval  of  the  Secretary  of  the     Regulations. 
Treasury,  shall  make  all  neoessary  regulations  for  car*     Bto. 
rying  out  the  provisions  of  this  title,  and  may  reauire 
any  corporation,  partnership,  or  individual,  subject  to 
the  provisions  of  this  title,  to  furnish  him  with  such 
facts,   data,   and   information  as  in  his  judgment  are 
necessary  to  collect  the  tax  imposed  by  this  title. 

SECTION  214.  That  Title  II    (sections  two  hundred  Repeal  of 

to  two  hundred  and  seven,  inclusive)   of  the  Act  en-  Excess 

titled  •'An  Act  to  provide  increased  revenue  to  defray  ProHts  Tax 

the  expenses  of  the   increased  appropriations  for  the  Law  of 

Army  and  Navy,  and  the  extensions  of  fortifications,  March  S, 

and  for  other  purposes,**  approved  March  third,  nineteen  1917 
hundred  and  seventeen,  is  hereby  repealed. 

Any  amount  heretofore  or  hereafter  paid  on  account  Payment  of 

of  the  tax  imposed  by  such  Title  II,  shall  be  credfted  Tax  Under 

toward  the  payment  of  the  tax  Imposed  by  this  title.  Repealed 

and  If  the  amount  so  paid  exceeds  the  amount  of  such  Law 
tax  the  excess  shall  be  refunded  as  a  tax  erroneously 
or  Illegally  collected. 


SECTION  1001.  That  all  administrative,    special,   or  Assessment 
stamp  provisions  of  law,  including  the  law  relating  to     and  Ad- 
the  assessment  of  taxes,  so  far  as  applicable,  are  hereby     ministration 
extended  to  and  made  a  part  of  this  Act,  and  every 
person,  corporation,  partnership,  or  association  liable  to 
any   tax   imposed  by   this  Act,    or   for   the   collection 
thereof,  shall  keep  such  records  and  render,  under  oath, 
such   statements  and  returns,   and   shall   comply  with 
such  regulations  as  the  Commissioner  of  Internal  Reve- 
nue, with  the  approval  of  the  Secretary  of  the  Treasury, 
may  from  time  to  time  prescribe. 

SECTION  1004.  That  whoever  fails  to  make  any  re- Penalties 
turn  required  by  this  Act  or  the  regulations  made  under 
authority  thereof  within  the  time  prescribed  or  who 
makes  any  false  or  fraudulent  return,  and  whoever 
evades  or  attempts  to  evade  any  tax  imposed  by  this 
Act  or  fails  to  collect  or  truly  to  account  for  and  pay 
over  any  such  tax,  shall  be  subject  to  a  penalty  of 
not  more  than  $1,000,  or  to  imprisonment  for  not  more 
than  one  year,  or  both,  at  the  discretion  of  the  court, 
and  in  addition  thereto  a  penalty  of  double  the  tax 
evaded,  or  not  collected,  or  aooounted  for  and  paid  over, 
to  be  assessed  and  collected  in  the  same  manner  as 
taxes  are  assessed  and  collected.  In  any  case  in  which 
the  punishment  Is  not  otherwise  specifically  provided. 

SECTION  1006.  That  the  Commissioner  of  Internal  Authority  for 
Revenue,  with  the  approval  of  the  SeoreUry  of  the     RegulaUons 
Treasury,   is   hereby   authorised   to   make  all   needful 
rules  and  regulations  for  the  enforcement  of  the  pro* 
visions  of  this  Act 
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FracUon  of  SECTION  1008.  That  In  the  payment  of  any  tax  un- 

Cent  der  this  Act  not  payable  by  stamp  a  fractional  part  of 

a  cent  shall  be  dlsregrarded  unless  It  amounts  to  one- 
half  cent  or  more.  In  which  case  It  shall  be  Increased 
to  one  cent. 

InsUllment  SECTION  1009.  That  the  Secretary  of  the  Treasury, 

of  Taxes         under  rules  and  regrulatlons  prescribed  by  him,  shall 
Paid  in  permit  taxpayers  liable  to  Income  and  excess  profits 

Advance  taxes  to  make  payments  In  advance  In  Installments  or 

In  whole  of  an  amount  not  in  excess  of  the  estimated 
taxes  which  will  be  due  from  them,  and  upon  deter- 
mination of  the  taxes  actually  due  any  amount  paid  in 
excess  shall  be  refimded  as  taxes  erroneously  collected: 
Provided,  That  when  payment  is  made  In  installments 
at  least  one-fourth  of  such  estimated  tax  shall  be  paid 
before  the  expiration  of  thirty  days  after  the  close  of 
the  taxable  year,  at  least  an  additional  one-fourth 
within  two  months  after  the  close  of  the  taxable  year, 
at  least  an  additional  one-fourth  within  four  months 
after  the  close  of  the  taxable  year,  and  the  remainder 
of  the  tax  due  on  or  before  the  time  now  fixed  by  law 
for  such  payment:  Provided  further.  That  the  Sec- 
retary of  the  Treasury,  under  rules  and  regulations 
prescribed  by  him,  may  allow  credit  against  such  taxes 
so  paid  in  advance  of  an  amount  not  exceeding  three 
per  centum  per  annum  calculated  upon  the  amount  so 
paid  from  the  date  of  such  payment  to  the  date  now 
fixed  by  law  for  such  payment;  but  no  such  credit  shall 
be  allowed  on  payments  In  excess  of  taxes  determined 
to  be  due,  nor  on  payments  made  after  the  expiration  of 
four  and  one-half  months  after  the  close  of  the  taxable 
year.  All  penalties  provided  by  existing  law  for  fail- 
ure to  pay  tax  when  due  are  hereby  made  applicable 
to  any  failure  to  pay  the  tax  at  the  time  or  times 
required  in  this  section. 


Payment  of  SECTION    1010.  That    under    rules    and    regulations 

Tax — by  prescribed  by  the  Secretary  of  the  Treasury,  collectors 

Certificates  of  internal  revenue  may  receive,  at  par  and  accrued 
of  Indebted-  interest,  certificates  of  indebtedness  issued  under  seo- 
ness  and  tlon  six  of  the  Act  entitled  "An  Act  to  authorize  an 
Uncertified  issue  of  bonds  to  meet  expenditures  for  the  national 
Checks  security  and  defense,  and,  for  the  purpose  of  assisting 

in  the  prosecution  of  the  war,  to  extend  credit  to  for- 
eign governments,  and  for  other  purposes,"  approved 
April  twenty-fourth,  nineteen  hundred  and  seventeen, 
and  any  subsequent  Act  or  Acts,  and  uncertified  checks 
in  payment  of  income  and  excess-profits  taxes,  during 
such  time  and  under  such  regulations  as  the  Commis- 
sioner of  Internal  Revenue,  with  the  approval  of  the 
Secretary  of  the  Treasury,  shall  prescribe;  but  If  a 
check  so  received  is  not  paid  by  the  bank  on  which  it  Is 
drawn  the  person  by  whom  such  check  has  been  ten- 
dered shall  remain  liable  for  the  payment  of  the  tax 
and  for  all  legal  penalties  and  additions  the  same  as 
if  such  check  had  not  been  tendered. 
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SBCTION  1200.  That  subdivision   (a)   of  section  two  Net   JnoonM 
of  such  Act  of  September  eighth,  nineteen  hundred  and 
sixteen,  is  hereby  amended  to  read  as  follows: 

"(a)  That,  subject  only  to  such  exemptiofas  and  de- 
ductions as  are  hereinafter  allowed,  the  net  income  of 
a  taxable  person  shall  Include  gains,  profits,  and  in- 
come, derived  from  salaries,  wages,  or  compensation  for 
personal  service  of  whatever  kind  and  in  whatever  form 
paid,  or  from  professions,  vocations,  businesses,  trade, 
commerce,  or  sales,  or  dealings  in  property,  whether 
real  or  personal,  growing  out  of  the  ownership  or  use 
of  or  interest  in  real  or  personal  property,  also  from 
interest,  rent,  dividends,  securities,  or  the  transaction 
of  any  business  carried  on  for  gain  or  profit,  or  gains 
or  profits  and  income  derived  from  any  source  what- 
ever." 

Section  four  of  such  Act  of  September  eighth,  nine- 
teen hundred  and  sixteen,  is  hereby  amended  to  read  as 
follows: 

"Section  4.  The  following  income  shall  be  exempt 
from  the  provisions  of  this  title: 

"The  proceeds  of  life  insurance  policies  paid  to  indi-E3xempt 
vidual  beneficiaries  upon  the  death  of  the  insured;  the  Income 
amount  received' by  the  insured,  as  a  return  of  pre- 
mium or  premiums  paid  by  him  under  life  insurance, 
endowment,  or  annuity  contracts,  either  during  the  terra 
or  at  the  maturity  of  the  term  mentioned  in  the  contract 
or  upon  surrender  of  the  contract;  the  value  of  property 
acquired  by  gift,  bequest,  devise,  or  descent  (but  the 
income  from  such  property  shall  be  included  as  in- 
come); interest  upon  the  obligations  of  a  State  or  any 
political  subdivision  thereof  or  upon  the  oblierations  of 
the  United  States  (but,  in  the  case  of  obligations  of  the 
United  States  issued  after  September  first,  nineteen  htm- 
dred  and  seventeen,  only  if  and  to  the  extent  provided 
in  the  Act  authorising  the  issue  thereof)  or  its  pos- 
sessions or  securities  issued  under  the  provisions  of 
the  Federal  Farm  Loan  Act  of  July  seventeenth,  nine- 
teen hundred  and  sixteen;  the  compensation  of  the  pres- 
ent President  of  the  United  States  during  the  term  for 
which  he  has  been  elected  and  the  Judges  of  the  su- 
preme and  Inferior  courts  of  the  United  States  now  in 
office,  and  the  compensation  of  all  officers  and  employees 
of  a  State,  or  any  political  subdivision  thereof,  except 
when  such  compensation  is  paid  by  the  United  States 
Qovemmeni." 


SECrriON  1201.  (l)  That  paragraphs  second  and  third 
of  subdivision  (a)  of  section  five  of  such  Act  of  Sep- 
tember eighth,  nineteen  hundred  and  sixteen,  are  here- 
by amended  to  read  as  follows: 

"Second.  All  interest  paid  within  the  year  on  his  in-  Deductions 
debtedness  except  on  indebtedness  incurred  for  the  pur-     Allowed 
chase   of   obligations   or   securities   the   interest   upon     Citlsens  or 
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Residents   of  which'  is  exempt  from  taxation  as  income  under  this 

United  Utie; 

States  "Third.  Taxes  paid  within  the  year  imposed  by  the 

authority  of  the  United  States  (except  income  and  ex- 
cess profits  taxes)  or  of  its  Territories*  or  possessions, 
or  any  foreign  country,  or  by  the  authority  of  any 
State,  county,  school  district,  or  municipality,  or  other 
taxing  subdivision  of  any  State,  not  including  those 
assessed  against  local  benefits;" 

(2)  Section  five  of  such  Act  of  8epteml>er  eight,  nine- 
teen hundred  and  sixteen,  is  hereby  amended  by  adding 
at  the  end  of  subdivision  (a)  a  further  paragraph  num- 
bered nine,  to  read  as  follows: 

"Ninth.  Contributions  or  gifts  actually  made  within 
the  year  to  corporations  or  associations  organised  and 
operated  exclusively  for  religious,  charitable,  scientific, 
or  educational  purposes,  or  to  societies  for  the  pre- 
vention of  cruelty  to  children  or  animals,  no  part  of 
the  net  income  of  which  inures  to  the  benefit  of  any 
private  stockholder  or  individual,  to  an  amount  not  in 
excess  of  fifteen  per  centum  of  the  taxpayer's  taxable 
net  income  as  computed  without  the  benefit  of  this 
paragraph.  Such  contributions  or  gifts  shall  be  allow- 
able as  deductions  only  if  verified  under  rules  and  regu- 
lations prescribed  by  the  Commissioner  of  Internal 
Revenue,  with  the  approval  of  the  Secretary  of  the 
Treasury.** 

Deductions  SECTION    1202.  That    (1)    paragraphs    second    and 

Allowed  third  of  subdivision  (a)  of  section  six  of  such  Act  of 

Nonresident   September   eighth,   nineteen   hundred  and   sixteen,   are 
Aliens  hereby  amended  to  read  as  follows: 

''Second.  The  proportion  of  all  interest  paid  within 
the  year  by  such  j>erson  on  his  indebtedness  (except  on 
indebtedness  incurred  for  the  purchase  of  obligations 
or  securities  the  interest  upon  which  is  exempt  from 
taxation  as  income  under  this  title)  which  the  gross 
amount  of  his  income  for  the  year  derived  from  sources 
within  the  United  States  bears  to  the  gross  amount  of 
his  income  for  the  year  derived  from  all  sources  within 
and  without  the  United  States,  but  this  deduction  shall 
be  allowed  only  if  such  person  includes  in  the  return 
required  by  section  eight  all  the  information  necessary 
for  its  calculation; 

"Third.  Taxes  paid  within  the  year  imposed  by  the 
authority  of  the  United  States  (except  income  and 
excess  profits  taxes),  or  of  its  Territories,  or  pes- 
se^^sions,  or  by  the  authority  of  any  State,  county, 
school  district,  or  municipality,  or  other  taxing  sub- 
division of  any  State,  paid  within  the  United  States, 
not  including  those  assessed  against  local  benefits;** 

(2)  Section  six  of  such  Act  of  September  eight,  nine- 
teen hundred  and  sixteen,  is  also  further  amended  by 
adding  a  new  subdivision  to  read  as  follows: 
When  Deduc-        "(c)  A  nonresident  alien  individual  shall  receive  the 
tions  or  benefit  of  the  deductions  and  credits  provided  for  in 

Credits  this  section  only  by  filing  or  causing  to  be  filed  with 

Allowed  the  collector  of  internal  revenue  a  true  and  accurate 
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return  of  his  total  income,  received  from  all  eouroes, 
corporate  or  otherwise,  in  the  United  States,  in  the 
manner  prescribed  by  this  title;  and  in  case  of  his 
failure  to  file  such  return  the  collector  shall  collect 
the  tax  on  such  income,  and  all  property  belonffinff  to 
such  nonresident  alien  individual  shall  be  liable  to  dis- 
traint for  the  Ux." 

SECTION  1208.   (1)  That  section  seven  of  such  Act  Personal 
of  September  eighth,  nineteen  htmdred  and  sixteen,  is     Exemption 
hereby  amended  to  read  as  follows: 

"Section  7.    That  for  the  purpose  of  the  normal  tax 
only,   there  shall  be  allowed  as  an   exemption  in   the 
nature  of  a  deduction  from  the  amount  of  the  net  in- 
come of  each  citizen  or  resident  of  the  United  States, 
ascertained  as  provided  herein,  the  sum  of  |3,000,  plus 
11.000  additional  If  the  person  maklnir  the  return  be  a 
head  of  a  family  or  a  married  man  with  a  wife  living: 
with  him.  or  plus  the  sum  of  11,000  additional  if  the 
person  making  the  return  be  a  married  woman  with  a 
husband  living  with  her;  but  in  no  event  shall  this  ad- 
ditional exemption  of  $1,000  be  deducted  by  both  a  hus- 
band and  a  wife:  Provided.  That  only  one  deduction  of 
14,000    shall   be   made   from   the   aargregate   Income   of 
both  husband  and  wife  when  llvingr  together:  Provided 
further.  That  if  the  person  making  the  return  is  the  Exemption    foi 
head  of  a  family  there  shall  be  an  additional  exemp-     Dependent 
tion  of  $200  for  each  child  dependent  iipon  such  per-     Children 
son,  if  under  eighteen  years  of  age,  or  if  Incapable  of 
self-support  because  mentally  or  physically  defective, 
but  this  provision  shall  operate  on^  in  the  ease  of  one 
parent   in    the    same    family:    Provided,    further.    That 
guardians  or  trustees  shall  be  allowed   to  make  this  Guardians  or 
personal  exemption  as  to  income  derived  from  the  prop-     Trustees — 
erty  of  which  such  guardian  or  trustee  has  charge  in     EhEemptlon 
favor  of  each  ward  or  cestui  que  trust:  Provided  fur- 
ther. That  in  no  event  shall  a  ward  or  cestui  que  trust 
be  allowed  a  greater  personal  exemption  than  as  pro- 
vided in  this  section  from  the  amount  of  net  income 
received  from  all  sources.     There  shall  also  be  allowed  Estates — 
an   exemption  from  the  amount  of  the  net  income  of     Exemption 
estates  of  deceased  citizens  or  residents  of  the  United 
States  during  the  period  of  administration   or  settle- 
ment, and  of  trust  or  other  estates  of  citizens  or  resi-  Trusts- 
dents  of  the  United  States  the  inoome  of  which  is  not     Exemption 
distributed  annually  or  regrularly  mder  the  provisions 
of  subdivision   (b)  of  section  two,  the  sum  of  |S,000, 
Including  such  deductions  as  are  allowed  under  section 
five.- 

<2)  Subdivision  (b)  of  section  seven  of  such  Act  of 
September  eighth,  nineteen  hundred  and  sixteen.  Is 
hereby  repealed. 

SECTION  1204.  <1)  That  subdivisions  (c)  and  (e) 
of  section  eight  of  such  Act  of  September  eighth,  nine* 
teen  hundred  and  sixteen,  ar«  hereby  amended  to  read 
as  follows: 
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Returns  by  ''(o)  Guardians,   trustees,    executors,    administrators. 

Fiduciaries  receivers,  conservators,  and  all  persons,  corporations, 
or  associations,  acting  In  any  fiduciary  capacity,  shall 
make  and  render  a  return  of  the  income  of  the  person, 
trust,  or  estate,  for  whom  or  which  they  act,  and  be 
subject  to  all  the  provisions  of  this  title  which  apply  to 
individual&  Such  fiduciary  shall  make  oath  that  he 
has  sufficient  knowledge  of  the  affairs  of  such  person, 
trust,  or  estate  to  enable  him  to  make  such  return  and 
that  the  same  is,  to  the  best  of  his  knowledge  and  belief, 
true  and  correct,  and  be  subject  to  all  the  provisions 
of  this  Utle  which  apply  to  individuals.  Provided,  That 
a  return  made  by  one.  two  or  more  Joint  fiduciaries 
filed  in  the  district  where  such  fiduciary  resides,  under 
such  regulations  as  the  Secretary  of  the  Treasury  may 
prescribe,  shall  be  a  sufficient  compliance  with  the  re- 
quirements of  this  paragraph:  Provided  further.  That 
no  return  of  income  not  exceeding  $3,000  shall  be  re- 
quired except  as  in  this  title  otherwise  provided. 

Returns  by  "(e)  Persons    carrying    on    business    in    partnership 

Partnerships  shall  be  liable  for  income  tax  only  in  their  individual 
capacity,  and  the  share  of  the  profits  of  the  partner- 
ship  to  which  any  taxable  partner  would  be  entitled 
if  the  same  were  divided,  whether  divided  or  other- 
wise, shall  be  returned  for  taxation  and  the  tax  paid 
under  the  provisions  of  this  title:  Provided,  That  from 
the  net  distributive  interests  on  which  the  individual 
members  shall  be  liable  for  tax,  normal  and  additional, 
there  shall  be  excluded  their  proportionate  shares  re- 
ceived from  interest  on  the  obligations  of  a  State  or  any 
political  or  taxing  subdivision  thereof,  and  upon  the 
obligations  of  the  United  States  (if  and  to  the  extent 
that  it  is  provided  in  the  act  authorizing  the  Issue  of 
such  obligations  of  the  United  States  that  they  are 
exempt  from  taxation)  and  its  possessions,  and  that  for 
the  purpose  of  computing  the  normal  tax  there  shall  be 
allowed  a  credit,  as  provided  by  section  five,  subdivi- 
sion (b).  for  their  proportionate  share  of  the  profits 
derived  from  dividends.  Such  partnership,  when  re- 
quested by  the  (Commissioner  of  Internal  Revenue  or 
any  district  collector,  shall  render  a  correct  return  of 
the  earnings,  profits,  and  income  of  the  partnership, 
except  income  exempt  tmder  section  four  of  this  Act, 
setting  forth  the  item  of  the  gross  income  and  the 
deductions  and  credits  allowed  by  this  title,  and  the 
names  and  addresses  of  the  individuals  who  would  be 
entitled  to  the  net  earnings,  profits,  and  income,  if 
distributed.  A  partnership  shall  have  the  same  privi- 
lege of  fixing  and  making  returns  upon  the  basis  of  Its 
own  fiscal  year  as  is  accorded  to  corporations  under 
this  title.  If  a  fiscal  year  ends  during  nineteen  hun- 
dred and  sixteen  or  a  subsequent  calendar  year  for 
which  there  Is  a  rate  of  tax  different  from  the  rate  for 
the  preceding  calendar  year,  then  <1)  the  rate  for  such 
preceding  calendar  year  sliall  apply  to  an  amount  of 
each  partner's  share  of  such  partnership  profits  equal 
to  the  proportion  which  the  part  of  such  fiscal  year 
falling   within   such   calendar  year  bears   to   the   full 


JlPpbndix  page  80 


Digitized  by  VjOOQIC 


BBVENUB    ACT    OF    1917 

fiscal  year,  and  (2)  the  rate  for  the  calendar  year  dur- 
ing which  such  fiscal  year  ends  shall  apply  to  the  re- 
mainder. 

(2)  Subdivision  (d)  of  section  eiffht  of  such  Act  of 
September  eighth,  nineteen  hundred  and  sixteen,  is 
hereby  repealed. 

SECTION  1206.  (1)  That  subdivisions   (b),    (c).    (f).  Withholding 
and    (g)    of   section   nine   of   such   Act   of   September     Tax  at 
eighth,    nineteen    hundred    and    sixteen,    are     hereby      Source  on 
amended  to  read  as  follows:  Income  of 

"(b)  All  persons,  corporations,  partnerships,  asso-  Nonresident 
dations,  and  insurance  companies,  in  whatever  capacity  Aliens 
acting,  including  lessees  or  mortgagors  of  real  or  per- 
sonal property,  trustees  acting  in  any  trust  capacity, 
executors,  administrators,  receivers,  conservators,  em- 
ployers, and  all  officers  and  employees  of  the  United 
States,  having  the  control,  receipt,  custody,  disposal, 
or  payment  of  interest,  rent,  salaries,  wages,  pre- 
miums, annuities,  compensation,  remuneration,  emolu- 
ments, or  other  fixed  or  determinable  annual  or  period- 
ical gains,  profits,  and  income  of  any  nonresident  alien 
individual,  other  than  income  derived  from  dividends 
on  capital  stock,  or  from  the  net  earnings  of  a  corpo- 
ration, Joint-stock  company  or  association,  or  Insurance 
company,  which  is  taxable  upon  Its  net  income  as  pro- 
vided in  this  title,  are  hereby  authorized  and  required 
to  deduct  and  withhold  from  such  annual  or  periodical 
gains,  profits,  and  incomes  such  sum  as  will  be  suffi- 
cient to  pay  the  normal  tax  Imposed  thereon  by  this 
title,  and  shall  make  return  thereof  on  or  before  March 
first  of  each  year  and  on  or  before  the  time  fixed  by  law 
for  the  payment  of  the  tax,  shall  pay  the  amount  with- 
held to  the  officer  of  the  United  States  Government 
authorized  to  receive  the  same;  and  they  are  each 
hereby  made  personally  liable  for  such  tax,  and  they 
are  each  hereby  indemnified  against  every  person,  cor- 
poration, partnership,  association,  or  insurance  com- 
pany, or  demand  whatsoever  for  all  payments  which 
they  shall  make  In  pursuance  and  by  virtue  of  this 
UUe. 

"(c)  The  amount  of  the  normal  tax  hereinbefore  im-  Withholding 
posed  shall  also  be  deducted  and  withheld  from  fixed  Normal  Tax. 
or  determinable  annual  or  periodical  gains,  profits,  and  at  Source 
income  derived  from  Interest  upon  bonds  and  mortgages, 
or  deeds  of  trust  or  other  similar  obligations  of  cor- 
porations, joint-stock  companies,  associations,  and  in- 
surance cmpanies  (if  such  bonds,  mortgages,  or  other 
obligations  contain  a  contract  or  provision  by  which  the 
obligor  agrees  to  pay  any  portion  of  the  tax  imposed 
by  this  title  upon  the  obligee  or  to  reimburse  the 
obligee  for  any  portion  of  the  tax  or  to  pay  the  In- 
terest without  deduction  for  any  tax  which  the  obligor 
may  be  required  or  permitted  to  pay  thereon  or  to 
retain  therefrom  under  any  law  of  the  United  States), 
whether  payable  annually  or  at  shorter  or  longer  pe- 
riods and  whether  such  Interest  Is  payable  to  a  non- 
resident alien  individual  or  to  an  individual  citizen  or 
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resident  of  the  United  States,  subject  to  the  provisions 
of  the  foreffoiny:  subdivision  (b)  of  this  section  r«- 
quiring  the  tax  to  be  withheld  at  the  source  and  ds« 
ducted  from  annual  income  and  returned  and  paid  to 
the  government,  unless  the  person  entitled  to  receive 
such  interest  shall  file  with  the  withholding  agent,  on 
or  before  February  first,  a  signed  notice,  in  writing 
claiming  the  benefit  of  an  exemption  under  section 
seven  of  this  Title. 

Collection  of  "(f)  All  persons,  corporations,  partnerships,  or  asso- 

Foreign  ciations,    undertaking  as  a  matter  of  business  or  for 

Items  profit  the  collection  of  foreign  payments  of  interest  or 

dividends  by  means  of  coupons,  checks,  or  bills  of  ex- 
change shall  obtain  a  license  from  the  Commissioner 
of  Internal  Revenue,  and  shall  be  subject  to  such  regu- 
lations enabling  the  Government  to  obtain   the  infor- 
mation required  under  this  title,  as  the  Commissioner 
of  Internal  Revenue,  with  the  approval  of  the  Secre- 
tary  of   the   Treasury,    shall   prescribe;   and    whoever 
knowingly  undertakes  to  collect  such  payments  as  afore- 
Penalties  for     said    without   having   obtained   a   license   therefor,    or 
NotObtainingwithout    complying    with    such    regulations,    shall    be 
License  deemed  guilty  of  a  misdemeanor  and  for  each  offense 

be  fined  in  a  sum  not  exceeding  $5,000,  or  imprisoned 
for  a  term  not  exceeding  one  year,  or  both,  in  the  dis- 
cretion of  the  court 
Returns  of  "(g)  The  tax  herein  imposed  upon  gains,  profits,  and 

Tax  Not  incomes  not  falling  under  the  foregoing  and  not  re- 
Withheld  at  turned  and  paid  by  virtue  of  the  foregoing  or  as  other- 
Source  wise  provided  by  law  shall  be  assessed  by  personal  re- 
turn under  rules  and  regulations  to  be  prescribed  by 
the  Commissioner  of  Internal  Revenue  and  approved 
by  the  Secretary  of  the  Treasury.  The  intent  and  pur- 
pose of  this  title  is  that  all  gains,  profits,  and  income 
of  a  taxable  class,  as  defined  by  this  title,  shall  be 
charged  and  assessed  with  the  corresponding  tax,  nor- 
mal and  additional,  prescribed  by  this  title,  and  said 
tax  shall  be  paid  by  the  owner  of  such  income,  or  the 
proper  representative  having  the  receipt,  custody,  con- 
trol, or  disposal  of  the  same.  For  the  purpose  of  this 
title  ownership  or  liability  shall  be  determined  as  of 
the  year  for  which  a  return  is  required  to  be  rendered. 
"The  provisions  of  this  section,  except  subbdivlsion 
(c),  relating  to  the  deduction  and  payment  of  the  tax 
at  the  source  of  income  shall  only  apply  to  the  normal 
tax  hereinbefore  imposed  upon  nonresident  alien  Indi- 
viduals." 

(2)  Subdivisions  (d)  and  (e)  of  section  nine  of  sudh 
Act  of  September  eighth,  nineteen  hundred  and  six- 
teen, are  hereby  repealed. 

8E3CTION  ISOO.  (1)  That  the  first  paragraph  of  sec- 
tion  ten   of   such  Act  of  September   eighth,   nineteen 
hundred   and   sixteen,   is  hereby   amended   to   read   as 
follows: 
Tax  on  Net  "Section    10.    (a)    That    there    shall    be    levied,    as- 

Income   of      sessed,  collected,  and  paid  annually  upon  the  total  net 
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income  received  in  the  precedingr  calendar  year  from  all  Corporations 
sources  by  every  corporation,  joint-stock  company  or 
association,  or  insurance  company,  organized  In  the 
United  States,  no  matter  how  created  or  orgranized,  but 
not  in  eluding  partnerships,  a  tax  of  two  per  centum  Rate  of  Tax 
upon  such  income;  and  a  like  tax  shall  be  levied,  as- 
sessed, collected,  and  i>aid  annually  upon  the  total  net 
income  received  In  the  preceding  calendar  year  from  all 
sources  within  the  United  States  by  every  corporation. 
Joint-stock  company  or  association,  or  insurance  com- 
pany, organized,  authorized,  or  existing  under  the  laws 
of  any  foreign  country,  including  interest  on  bonds, 
notes,  or  other  interest-bearing  obligations  of  residents, 
corporate  or  otherwise,  and  including  the  income  de- 
rived from  dividends  on  capital  stock  or  from  net 
earnings  of  resident  corporations,  joint-stock  companies 
or  associations,  or  insurance  companies,  whose  net  in- 
come is  taxable  under  this  title." 

(2)  Section  ten  of  such  Act  of  September  eight,  nine- 
teen hundred  and  sixteen,  is  hereby  further  amended 
by  adding  a  new  subdivision  as  follows: 

''(b)  In  addition  to  the  income  tax  imposed  by  sub-  ^ax  on 
division   (a)   of  this  sectioi«  there  shall  be  levied,  as-     Undistributed 
sessed,  collected,  and  paid  annually  an  additional  tax     income 
of  ten  per  centum  upon  the  amount,  remaining  undis- 
tributed six  months  after  the  end  of  each  calendar  or 
fiscal  year,  of  the  total  net  income  of  every  corpora- 
tion, joint-stock  company  or  association,  or  insurance 
company,  received  during  the  year,  as  determined  for 
the  purposes  of  the  tax  imposed  by  such  subdivision 
(a),  but  not  including  the  amount  of  any  income  taxes 
paid  by  it  within   the  year  imiK>sed  by  the  authority 
of  the  United  States. 

"The  tax  imposed  by  this  subdivision  shall  not  ap-Ten  Per  Cent 
ply  to  that  portion  of  such  undistributed  net  income 
which  is  actually  invested  and  employed  in  the  busi- 
ness or  is  retained  for  employment  In  the  reasonable 
requirements  of  the  business  or  is  invested  in  obliga- 
tions of  the  United  States  issued  after  September  first, 
nineteen  hundred  and  seventeen:  Provided,  That  if  the 
Secretary   of   the   Treasury   ascertains   and   finds   that  Fifteen 
any  portion  of  such  amount  so  retained  at  any  time  for     Per  Cent 
employment  in  the  business  is  not  so  employed  or  is 
not  reasonably  requTred  in   the  business  a  tax  of  fif- 
teen per  centum  shall  be  levied,  assessed,  collected,  and 
paid  thereon. 

"The  foregoing  tax  rates  shaJl  apply  to  the  undis- Application  of 
trlbuted  net  income  received  by\- every  taxable  corpora-  Tax 
tion,  joint-stock  company  or  association,  or  Insurance 
company  in  the  calendar  year  nineteen  hundred  and 
seventeen  and  in  each  year  thereafter,  except  that  if 
it  has  fixed  its  own  fiscal  year  under  the  provisions  of 
existing  law,  the  foregoing  rates  shall  apply  to  the 
proportion  of  the  taxable  undistributed  net  Income  re- 
turned for  the  fiscal  year  ending  prior  to  December 
thirty-first,  nineteen  hundred  and  seventeen,  which  the 
period    between    January   first,    nineteen    hundred    and 
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seventeen,  and  the  end  of  such 
whole  of  such  fiscal  year." 


fiscal  year  bears  to  the 


Deductions 
Allowed 
Domestic 


SECTION  1207.  (1)  That  parasrraphs  third  and  fourth 
of  subdivision  (a)  of  section  twelve  of  such  Act  of 
September  eighth,  nineteen  hundred  and  sixteen,  are 
hereby  amended  to  read  as  follows: 

"Third.  The  amount  of  Interest  paid  within  the  year 
on  Us  indebtedness  (except  on  Indebtedness  Incurred 
for  the  purchase  of  obllgratlons  or  securities  the  lnter> 
Corporations  est  upon  which  Is  exempt  from  taxation  as  Income  un- 
der this  title)  to  an  amount  of  such  Indebtedness  not  In 
excess  of  the  sum  of  (a)  the  entire  amount  of  the  paid- 
up  capital  stock  outstanding  at  the  close  of  the  year, 
or,   if  no  capital  stock,  the  entire  amount  of  capital 

Interest  employed  In  the  business  at  the  close  of  the  year,  and 

(b)  one-half  of  Its  Interest-bearlnff  Indebtedness  then 
outstanding:  Provided,  That  for  the  purpose  of  this 
title  preferred  capital  stock  shall  not  be  considered 
interest-bearing  Indebtedness,  and  Interest  or  dividends 
paid  upon  this  stock  shall  not  be  deductible  from  gross 
income:  Provided  further,  That  In  cases  wherein  shares 
of  capital  stock  are  Issued  without  par  or  nominal 
value,  the  amount  of  paid-up  capital  stock,  within  the 
meaning  of  this  section,  as  represented  by  such  shares, 
win  be  the  amount  of  cash,  or  Its  equivalent,  paid  or 
transferred  to  the  corporation  as  a  consideration  for 
such  shares:  Provided  further.  That  In  the  case  of  in- 
debtedness wholly  secured  by  property  collateral,  tan- 
gible or  intangible,  the  subject  of  sale  or  hypothecation 
in  the  ordinary  business  of  such  corporation,  joint- 
stock  company  or  association  as  a  dealer  only  In  the 
property  constituting  such  collateral,  or  in  loaning  the 
funds  thereby  procured,  the  total  interest  paid  by  such 
corporation,  company,  or  association  within  the  year 
on  any  such  Indebtedness  may  be  deducted  as  a  part 
of  its  expenses  of  doing  business,  but  interest  on  such 
indebtedness  shall  only  be  deductible  on  an  amount 
of  such  Indebtedness  not  in  excess  of  the  actual  value 

Bond  Interest  of  such  property  collateral:  Provided  further.  That  in 
the  case  of  bonds  or  other  indebtedness,  which  have 
been  issued  with  a  guaranty  that  the  interest  payable 
thereon  shall  be  free  from  taxation,  no  deduction  for 
the  payment  of  the  tax  herein  Imposed,  or  any  other 
tax  paid  pursuant  to  such  guaranty,  shall  be  allowed; 
and  in  the  case  of  a  bank,  banking  association,  loan  or 
trust  company,  interest  paid  within  the  year  on  deposits 
or  on  moneys  received  for  investment  and  secured  by 
interest-bearing  certificates  of  Indebtedness  Issued  by 
such  bank,  banking  association,  loan  or  trust  company 
shall  be  deducted; 


Taxes 


"Fourth.  Taxes  paid  within  the  year  Imposed  by  the 
authority  of  the  United  States  (except  income  and  ex- 
cess profits  taxes),  or  of  Its  Territories,  or  possessions, 
or  any  foreign  country,  or  by  the  authority  of  any 
State,  county,  school  district,  or  municipality,  or  other 
taxing  subdivision  of  any  State,  not  including  those 
assessed  against  local  benefits." 
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(2)  Paragraphs  third  and  fourth  of  subdivision  (b) 
of  section  twelve  of  such  Act  of  September  eighth, 
nineteen  hundred  and  sixteen,  are  hereby  amended  to 
read  as  follows: 

"Third.  The  amount  of  interest  paid  within  the  year  Deductions 
on  its  indebtedness  (except  on  indebtedness  incurred  Allowed 
for  the  purchase  of  oblUrations  or  securities  the  In-  Foreign 
terest  upon  which  is  exempt  from  taxation  as  income  Corporations 
under  this  title)  to  an  amount  of  such  indebtedness  not 
in  excess  of  the  proportion  of  the  sum  of  (a)  the  entire 
amount  of  the  paid-up  capital  stock  outstanding  at  the 
close  of  the  year,  or,  if  no  capital  stock,  the  entire 
amount  of  the  capital  employed  in  the  business  at  the 
close  of  the  year,  and  (b)  one-half  of  its  interest- 
bearing  indebtedness  then  outstanding,  which  the  gross 
amount  of  its  income  for  the  year  from  business  trans- 
acted and  capital  invested  within  the  United  States 
bears  to  the  gross  amount  of  its  income  derived  from 
all  sources  within  and  without  the  United  States:  Pro- 
vided, That  in  the  case  of  bonds  or  other  indebtedness 
which  have  been  issued  with  a  guaranty  that  the  in- Bond  Interest 
terest  payable  thereon  shall  be  free  from  taxation,  no 
deduction  for  the  payment  of  the  tax  herein  imposed 
or  any  other  tax  paid  pursuant  to  such  guaranty  shall 
be  allowed;  and  In  case  of  a  bank,  banking  association, 
loan  or  trust  company,  or  branch  thereof,  interest  paid 
within  the  year  on  deposits  by  or  on  moneys  received 
for  investment  from  either  citizens  or  residents  of  the 
United  States  and  secured  by  Interest-bearing  certif- 
icates of  indebtedness  issued  by  such  bank,  banking 
association,  loan  or  trust  company,  or  branch  thereof; 

"Fourth.  Taxes  paid  within  the  year  imposed  by  the  Taxes 
authority  of  the  United  States  (except  income  and  ex- 
cess profits  taxes),  or  of  its  Territories,  or  possessions, 
or  by  'the  authority  of  any  State,  county,  school  dis- 
trict, or  municipality,  or  other  taxing  subdivision  of 
any  State,  paid  within  the  United  States,  not  Including 
those  assessed  against  local  benefits.'* 

SBCJTION  1208.  That  subdivision  (e)  of  section  thir- 
teen of  such  Act  of  September  eighth,  nineteen  hun- 
dred and  sixteen,  is  hereby  amended  to  read  as  follows: 

"(e)  All  the  provisions  of  this  title  relating  to  the  Withholding  of 
tax  authorized  and  required  to  be  deducted  and  with-  Tax 
held  and  paid  to  the  officer  of  the  United  States  Gov- 
ernment authorized  to  receive  the  same  from  the  in- 
come of  nonresident  alien  Individuals  from  sources 
within  the  United  States  shall  be  made  applicable  to 
the  tax  imposed  by  subdivision  (a)  of  section  ten  upon 
incomes  derived  from  interest  upon  bonds  and  mort- 
gages or  deeds  of  trust  or  similar  obligations  of  domes- 
tic or  other  resident  corporations,  joint-stock  com- 
panies or  associations,  and  insurance  companies  by 
nonresident  alien  firms,  copartnerships,  companies,  cor- 
porations, joint-stock  companies  or  associations,  and  In- 
surance companies,  not  engaged  in  business  or  trade 
within  the  United  States  and  not  having  any  office  or 
place  of  business  therein.** 
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SECTION  1209.  Tbat  section  eighteen  of  such  Act 
of  September  eighth,  nineteen  hundred  and  sixteen.  Is 
hereby  amended  to  read  as  follows: 

Penalties  "Section    18.     That    any    person,    corporation,    part- 

nership, association,  or  Insurance  company,  liable  to 
pay  the  tax,  to  make  a  return  or  to  supply  informa- 
tipn  required  under  this  title,  who  refuses  or  neglects 
to  pay  such  tax,  to  make  such  return  or  to  supply  such 
Information  at  the  time  or  times  herein  specified  in 
each  year,  shall  be  liable,  except  as  otherwise  specially 
provided  in  this  title,  to  a  penalty  of  not  less  than  $20 
nor  more  than  $1,000.  Any  individual  or  any  officer 
of  any  corporation.  {Mtrtnership,  association,  or  imrar- 
ance  company,  required  by  law  to  make,  render,  sign, 
or  verify  any  return  or  to  supply  any  information,  who 
makes  any  false  or  fraudulent  return  or  statement  with 
intent  to  defeat  or  evade  the  assessment  required  by 
this  title  to  be  made,  shall  be  guilty  of  a  misdemeanor, 
and  shall  be  fined  not  exce^ing  $2,000  or  be  imprisoned 
not  exceeding  one  year,  or  both,  in  the  discretion  of  the 
court,  with  the  costs  of  prosecution:  Provided,  That 
where  any  tax  heretofore  due  and  payable  has  been 
duly  paid  by  the  taxpayer,  it  shall  not  be  re-collected 
from  any  withholding  agent  required  to  retain  it  at 
its  source,  nor  shall  any  i>enalty  be  imposed  or  collected 
in  such  cases  from  the  taxpayer,  or  such  withholding 
agent  whose  duty  it  was  to  retain  it,  for  failure  to 
return  or  pay  Uie  same,  unless  such  failure  was  fraudu- 
lent and  for  the  purpose  of  evading  payment." 

SBK^TION  1210.  That  section  twenty-six  of  such  Act 
of  September  eighth,  nineteen  hundred  and  sixteen,  as 
amended  by  the  Act  entitled  "An  Act  to  provide  in- 
creased revenue  to  defray  the  expenses  of  the  increased 
appropriations  for  the  Army  and  Navy  and  the  exten- 
sions of  fortifications,  and  for  other  purposes,"  approved 
March  third,  nineteen  hundred  and  seventeen,  Is  hereby 
amended  to  read  as  follows:  , 

Returns  of  "Section    26.      Every    corporation,    joint-stock    com- 

Pasrments  of  pany  or  association,  or  insurance  company  subject  to 
Dividends  the  tax  herein  imposed,  when  required  by  the  Commis- 
sioner of  Internal  Revenue,  shall  render  a  correct  re- 
turn, duly  verified  under  oath,  of  its  payments  of  divi- 
dends, whether  made  in  cash  or  its  equivalent  or  in 
stock,  including  the  names  and  addresses  of  stock- 
holders and  the  number  of  shares  owned  by  each,  and 
the  tax  years  and  the  applicable  amounts  in  which 
such  dividends  were  earned,  in  such  form  and  manner 
as  may  be  prescribed  by  the  Commissioner  of  Internal 
Revenue,  with  the  approval  of  the  Secretary  of  the 
Treasury." 


Returns  by 
Brokers 


SECTION  1211.  That  TiUe  I  of  such  Act  of  Sep- 
tember eighth,  nineteen  hundred  and  sixteen.  Is  hereby 
amended  by  adding  to  Part  III  six  new  sections,  as 
follows: 

"Section  27.  That  every  person,  corporation,  part- 
nership, or  association,  doing  business  as  a  broker  on 
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any  exchansre  or  board  of  trade  or  other  similar  place 
of  business  shall,  when  required  by  the  Commissioner 
of  Internal  Revenue,  render  a  correct  return  duly  veri- 
fied under  oath,  under  such  rules  and  regulations  as  the 
Commissioner  of  Internal  Revenue,  with  the  approval 
of  the  Secretary  of  the  Treasury,  may  prescribe  show- 
ing the  names  of  customers  for  whom  such  person, 
corporation,  partnership,  or  association  has  transacted 
any  business,  with  such  details  as  to  the  profits,  losses, 
or  other  information  which  the  commissioner  may  re- 
quire, as  to  each  of  such  customers,  as  will  enable 
the  Commissioner  of  Internal  Revenue  to  determine 
whether  all  income  tax  due  on  profits  or  gains  of  such 
customers  has  been  paid. 

"Section  28.  That  all  persons,  corporations,  part- Returns  of 
nerships,  associations,  and  insurance  companies,  in  Payment  of 
whatever  capacity  acting,  including  lessees  or  mort-  $800  or 
gagors  of  real  or  personal  property,  trustees  acting  in  More 
any  trust  capacity,  executors,  administrators,  receivers, 
conservators,  and  employers,  making  payment  to  an- 
other person,  corporation,  partnership,  association,  or 
insurance  company,  of  interest,  rent,  salaries,  wages, 
premiums,  annuities,  compensation,  remuneration, 
emoluments,  or  other  fixed  or  determinable  gains, 
profits,  and  income  (other  than  ];>ayment8  described  in 
sections  twenty-six  and  twenty-seven),  of  $800  or 
more  in  any  taxable  year,  or,  in  the  case  of  such  pay- 
ments made  by  the  United  States,  the  officers  or  em- 
ployees of  the  United  States  having  information  as  to 
such  payments  and  required  to  make  returns  in  regard 
thereto  by  the  regulations  hereinafter  provided  for,  are 
hereby  authorized  and  required  to  render  a  true  and 
accurate  return  to  the  Commissioner  of  Internal  Reve- 
nue, under  such  rules  and  regulations  and  In  such  form 
and  manner  as  may  be  prescribed  by  him,  with  the 
approval  of  the  Secretary  of  the  Treasury,  setting 
forth  the  amount  of  such  gains,  profits,  and  income, 
and  the  name  and  address  of  the  recipient  of  such 
payment:  Provided,  That  such  returns  shall  be  re-  Returns  of 
ments  of  interest  upon  bonds  and  mortgages  or  deeds  Foreign 
quired,  regardless  of  amounts,  in  the  case  of  pay-  Items 
of  trust  or  other  similar  obligations  of  corporations. 
Joint-stock  companies,  associations,  and  insurance 
companies,  and  in  the  case  of  collections  of  items  (not 
payable  in  the  United  States)  of  interest  upon  the 
bonds  of  foreign  countries  and  Interest  from  the  bonds 
and  dividends  from  the  stock  of  foreign  corporations 
by  persons,  corporations,  partnerships,  or  associations, 
undertaking  as  a  matter  of  business  or  for  profit  the 
collection  of  foreign  payments  of  such  interest  or  divi- 
dends by  means  of  coupons,  checks,  or  bills  of  ex- 
change. 

"When  necessary  to  make  effective  the  provisions  of 
this  section  the  name  and  address  of  the  recipient  of 
income  shall  be  furnished  upon  demand  of  the  person, 
corporation,  partnership,  association,  or  Insurance  com* 
pany  paying  the  income. 

"The  provisions  of  this  section   shall  apply  to  the 
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calendar  year  nineteen  hundred  and  seventeen  and  each 
calendar  year  thereaf ter»  but  shall  not  apply  to  the 
payment  of  interest  on  obligations  of  the  United  States. 
Elxcess  Profits  "Section  29.  That  in  assessing  income  tax  the  net 
Income  embraced  in  the  return  shall  also  be  credited 
with  the  amount  of  any  excess  profits  tax  imposed  by 
Act  of  Congress  and  assessed  for  the  same  calendar  or 
fiscal  year  upon  the  taxpayer  and,  in  the  case  of  a 
member  of  a  partnership,  with  his  proportionate  share 
of  such  excess  profits  tax  imposed  upon  the  partner- 
ship. 

"Section  80.  That  nothing  in  section  II  of  the  Act 
approved  October  third,  nineteen  hundred  and  thirteen. 
Governments  entitled  'An  Act  to  reduce  tariff  duties  and  to  provide 
revenue  for  the  Government,  and  for  other  purposes,'  or 
in  this  title,  shall  be  construed  as  taxing  the  income  of 
foreign  governments  received  from  investments  in  the 
United  States  in  stocks,  bonds,  or  other  domestic  se- 
curities, owned  by  such  foreign  governments,  or  from 
interest  on  deposits  in  banks  in  the  United  States  of 
moneys  belonging  to  foreign  governments. 

"Section  81  (a).  That  the  term  'dividends'  as  used 
in  this  title  shall  be  held  to  mean  any  distribution  made 
or  ordered  to  be  made  by  a  corporation,  Joint-stock  com- 
pany, association,  or  insurance  company,  out  of  its 
earnings  or  profits  accrued  since  March  first,  nineteen 
hundred  and  thirteen,  and  payable  to  its  shareholders, 
whether  in  cash  or  in  stock  of  the  corporation,  joint- 
stock  company,  association,  or  insurance  company, 
which  stock  dividends  shall  be  considered  income,  to  the 
amount  of  the  earnings  or  profits  so  distributed. 

"(b)  Any  distribution  made  to  the  shareholders  or 
members  of  a  corporation,  joint-stock  company,  or  as- 
sociation, or  insurance  company,  in  the  year  nineteen 
hundred  and  seventeen,  or  subsequent  tax  years,  shall 
be  deemed  to  have  been  made  from  the  most  recently 
accumulated  undivided  profits  or  surplus,  and  shall 
constitute  a  part  of  the  annual  income  of  the  dis- 
tributee for  the  year  in  which  received,  and  sliall  be 
taxed  to  the  distributee  at  the  rates  prescribed  by  law 
for  the  years  in  which  such  profits  or  surplus  were 
accumulated  by  the  corporation,  joint-stock  company, 
association,  or  insurance  company,  but  nothing  herein 
shall  be  construed  as  taxing  any  earnings  or  profits 
accrued  prior  to  March  first,  nineteen  hundred  and 
thirteen,  but  such  earnings  or  profits  may  be  distribute 
in  stock  dividends  or  otherwise,  exempt  from  the  tax, 
after  the  distribution  of  earnings  and  profits  accrued 
since  March  first,  nineteen  hundred  and  thirteen,  has 
been  made.  This  subdivision  shall  not  apply  to  any 
distribution  made  prior  to  August  sixth,  nineteen  hun- 
dred and  seventeen,  out  of  earnings  or  profits  accrued 
prior  to  March  first,  nineteen  hundred  and  thirteen. 
Premiums  Paid  "Section  82.  That  premiums  paid  on  life  insurance 
on  Life  policies   covering   the   lives   of  ofiicers,   employees,   or 

Insurance  those  financially  interested  in  any  trade  or  business 
Policies  Not  conducted  by  an  individual,  partnership,  coriK>ration, 
Deductible      joint-stock  company  or  association,  or  insurance  com- 


Distiibution — 
Hule  of 
Bvidence 
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XMtny,  shall  not  be  deducted  in  computlngr  the  net  in- 
come of  such  individual,  corporation,  Joint-stock  com- 
pany or  association,  or  insurance  company,  or  in  oom- 
putingr  the  profits  of  such  partnership  for  the  purposes 
of  subdivision  (e)  of  section  nine." 

SECTION  1212.  That  any  amount  heretofore  withheld  Amounts  to  be 
by  any  withholding  asrent  as  required  by  Title   I  of     Released  by 
such  Act  of  September  eighth,  nineteen  hundred  and      Withholding 
sixteen,  on  accotmt  of  the  tax  imposed  upon  the  in-     Agents 
come  of  any  Individual,   a  citizen  or   resident  of  the 
United  States,  for  the  calendar  year  nineteen  hundred 
and   seventeen,   except   in   the   cases   covered   by   sub- 
division  (c)  of  section  nine  of  such  Act,  as  amended 
by  this  act,  shall  be  released  and  paid  over  to  such 
individual,  and  the  entire  tax  upon  the  income  of  such 
Individual  for  such  year  shall  be  assessed  and  collected 
in  the  manner  prescribed  by  such  Act  as  amended  by 
this  Act. 


rXTLM   ZZZL— OaVBBA&   VBOTISZOHS. 

SEXm^ION  1800.  That  if  any  clause,  sentence,  para-  Validating 
graph,  or  part  of  this  Act  shall  for  any  reason  be  ad-  Provision 
judged  by  any  court  of  competent  Jurisdiction  to  be 
invalid,  such  Judgment  shall  not  affect.  Impair,  or  in- 
validate the  remainder  of  said  Act,  but  shall  be  con- 
fined in  its  operation  to  the  clause,  sentence,  paragraph, 
or  part  thereof  directly  involved  in  the  controversy  in 
which  such  Judgment  shall  have  been  rendered. 

SECTION  1802.  That  unless  otherwise  herein  special-  Effective    Date 
ly  provided,  this  Act  shall  take  effect  on  the  day  fol- 
lowing its  passage. 

Approved,  October  8,  1917. 
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Revenue  Act  of  1916 

Income  Tax  Provisions 

tPubllc— No.  271— 64th  Congress.] 
[H.  R.  1768] 

An  Act  to  increase  the  revenue,  and  for  other  pur- 
poses. 

Be  it  enacted  by  the  Senate  and  House  of  Represent- 
atives of  the  United  States  of  America  in  Congress 
assembled^ 

TZTUi  X.--4tf OOXB  TAX. 
Vart  Z«— <hi  SiAiYiaiiAlfl. 

SBCTION  1.  (a)  That  there  shall  be  levied,  assessed.  Normal  Tax 
colleoted»  and  paid  annually  upon  the  entire  net  income 
received  In  the  preceding  calendar  year  from  all  sources 
by  every  Individual,  a  oltlsen  or  resident  of  the  United 
States,  a  tax  of  two  per  centum  upon  such  Income;  and 
a  like  tax  shall  be  levied,  assessed,  collected,  and  t>aid 
anuually  upon  the  entire  net  income  received  in  the 
preceding  calendar  year  from  all  sources  within  the 
United  States  by  everry  Individual,  a  nonresident  alien, 
including  interest  on  bonds,  notes,  or  other  interest- 
bearing  obligations  of  residents,  corporate  or  otherwise. 

(b)  In  addition  to  the  income  tax  Imposed  by  sub- Surtax  or 
division  (a)  of  this  sAtlon  (herein  referred  to  as  the  Additional 
normal  tax)  there  shall  be  levied,  assessed,  collected.  Tax 
and  paid  upon  the  total  net  income  of  every  individual, 
or,  in  the  case  of  a  nonresident  alien,  the  total  net 
income  received  from  all  sources  within  the  United 
States,  an  additional  income  tax  (herein  referred  to  as 
the  additional  tax)  of  one  per  centum  per  annum  upon 
the  amount  by  which  such  total  net  income  exceeds 
^20.000  and  does  not  exceed  $40,000,  two  per  centum  per 
annum  upon  the  amount  by  which  such  total  net  income 
exceeds  $40,000  and  does  not  exceed  $60,000,  three  per 
centum  per  annum  upon  the  amount  by  which  such  total 
net  income  exceeds  $60,000  and  does  not  exceed  $80,000, 
four  per  centum  per  annum  upon  the  amount  by  which 
such  total  net  income  exceeds  $80,000  and  does  not  exceed 
$100,000,  Ave  per  centum  per  annum  upon  the  amount 
by  which  such  total  net  income  exceeds  $100,000  and 
does  not  exceed  $150,000,  six  per  centum  per  annum 
upon  the  amount  by  which  such  total  net  income  exceeds 
$150,000  and  does  not  exceed  $200,000,  seven  per  centum 
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par  annum  upon  the  amount  by  which  suoh  total  net 
income  exceeds  $200,000  and  does  not  exceed  $260,000, 
eight  per  centum  per  annum  upon  the  amount  by  which 
such  total  net  income  exceeds  $260,000  and  does  not 
exceed  $800,000,  nine  per  centum  per  annum  upon  the 
amount  by  which  such  total  net  income  exceeds  $800,000 
and  does  not  exceed  $600,000,  ten  per  centum  per.  an- 
num upon  the  amount  by  which  such  total  net  income 
exceeds  $600,000,  and  does  not  exceed  $1,000,000,  eleven 
per  centum  per  annum  upon  the  amount  by.  which  such 
total  net  income  exceeds  $1,000,000  and  does  not  exceed 
$1,600,000,  twelve  per  centum  per  annum  upon  the 
amount  by  which  such  total  net  income  exceeds  $1,- 
500,000  and  does  not  exceed  $2,000,000,  and  thirteen  per 
centum  per  annum  upon  the  amount  by  which  such 
total  net  income  exceeds  $2,000,000. 

Dividends  For  the  purpose  of  the  additional  tax  there  shall  be 

Included  as    included  as  income  the  income  derived  from  dividends 
Income  on  the  capital  stock  or  from  the  net  earnings  of  any 

corporation.  Joint-stock  company  or  association,  or  in- 
surance company,  except  that  in  the  case  of  nonresident 
aliens  such  income  derived  from  sources  without  the 
United  States  shall  not  be  included. 

All  the  provisions  of  this  title  relating  to  the  normal 
tax  on  individuals,  so  far  as  they  are  applicable  and 
are  not  inconsistent  with  this  subdivision  and  section 
three,  shall  apply  to  the  imposition,  levy,  assessment, 
and  collection  of  the  additional  tax  imposed  under  this 
subdivision. 

Tax  in  1916  (c)  The   foregoing  normal   and   additional   tax   rates 

shall  apply  to  the  entire  net  income,  except  as  here- 
inafter provided,  received  by  every  taxable  person  In 
the  calendar  year  nineteen  hundred  and  sixteen  and  In 
each  calendar  year  thereafter. 


Net   Income  SECTION  2.  (a)  That,  subject  only  to  such  exemptions 

and  deductions  as  are  hereinafter  allowed,  the  net  in- 
come of  a  taxable  person  shall  include  gains,  profits, 
and  income  derived  from  salaries,  wages,  or  compen- 
sation for  personal  service  of  whatever  kind  and  in 
whatever  form  paid,  or  from  professions,  vocations, 
businesses,  trade,  commerce,  or  sales,  or  dealings  in 
property,  whether  real  or  personal,  growing  out  of  the 
ownership  or  use  of  or  interest  in  real  or  personal 
property,  also  from  interest,  rent,  dividends,  securities, 
or  the  transaction  of  any  business  carried  on  for  gain 
or  profit,  or  gains  or  profits  and  Income  derived  from 
any   source  whatever:   Provided,  That  the  term  "divi- 

Dividends  dends"  as  used  in  this  title  sliall  be  held  to  mean  any 

Defined  distribution  made  or  ordered  to  be  made  by  a  corpora- 

tion. Joint-stock  company,  association,  or  insurance 
company,  out  of  its  earnings  or  profits  accrued  since 
March  first,  nineteen  hundred  and  thirteen,  and  pay- 
able to  its  shareholders,  whether  in  cash  or  In  stock 
of  the  corporation.  Joint-stock  company,  association,  or 
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Insurance  company,  which  stock  dividend  shall  be  con- 
sidered income,  to  the  amount  of  its  cash  value.  (For 
the  form  of  this  section  as  amended  by  the  Revenue 
Act  of  1917  see  secUon  1200  of  that  act.) 

(b)  Income  received  by  estates  of  deceased  persons  Estates 
during  the  period  of  administration  or  settlement  of     During 

the  estate,  shall  be  subject  to  the  normal  and  additional  Period  of  Ad* 
tax  and  taxed  to  their  estates,  and  also  such  income  ministration 
of  estates  or  any  kind  of  property  held  in  trust,  in- 
cluding such  income  accumulated  in  trust  for  the  benefit 
of  unborn  or  unascertained  persons,  or  persons  with 
contingent  interests,  and  income  held  for  future  distri- 
bution under  the  terms  of  the  will  or  trust  shall  be 
likewise  taxed,  the  tax  in  each  instance,  except  when 
the  Income  is  returned  for  the  purpose  of  the  tax  by 
the  beneficiary,  to  be  assessed  to  the  executor,  adminis- 
trator, or  trustee,  as  the  case  may  be:  Provided,  That 
where  the  income  is  to  be  distributed  annually  or  regu- 
larly between  existing  heirs  or  legatees,  or  beneficiaries 
the  rate  of  tax  and  method  of  computing  the  same  shall 
be  based  in  each  case  upon  the  amount  of  the  individual 
share  to  be  distributed. 

Such  trustees,  executors,  administrators,  and  other 
fiduciaries  are  hereby  indemnified  agrainst  the  claims  or 
demands  of  every  beneficiary  for  all  payments  of  taxes 
which  they  shall  be  required  to  make  under  the  provi- 
sions of  this  title,  and  they  shall  have  credit  for  the 
amount  of  such  payments  against  the  beneficiary  or 
principle  in  any  accounting  which  they  make  as  such 
trustees  or  other  fiduciaries. 

(c)  For  the  purpose  of  acertaining  the  gain  derived  Value  as  of 
from  the  sale  or  other  disposition   of  property,   real,     March  1, 
personal,  or  mixed,  acquired  before  March  first,  nine-     1018 

teen  hundred  and  thirteen,  the  fair  market  price  or 
value  of  such  property  as  of  March  first,  nineteen  hun- 
dred and  thirteen,  shall  be  the  basis  for  determining 
the  amount  of  such  gain  derived. 


Addtttonal  Tss  Xbclmdes  imdlstrtlmted  Vroflts. 


SECTION  8.  For  the  purpose  of  the  additional  tax.  Corporations 
the  taxable  income  of  any  individual  shall  include  the     Availed  of  to 
share  to  which  he  would  be  entitled  of  the  gains  and     Prevent 
profits,   if   divided   or   distributed,   whether   divided   or      Imposition 
distributed  or  not,  of  all  corporations,  joint-stock  com-     of  Surtax 
panics  or  associations,  or  insurance  companies,  however 
created  or  organized.^  formed  or  fraudulently  availed  of 
for  the  purpose  of  preventing  the  imposition  of  such 
tax  through  the  medium  of  permitting  such  gains  and 
profits  to  accumulate  instead  of  being  divided  or  dis- 
tributed; and  the  fact  that  any  such  corporation,  joint- 
stock  company  or  association,   or  Insurance  company, 
is  a  mere  holding  company,  or  that  the  gains  and  profits 
are    permitted    to    accumulate    beyond    the    reasonable 
needs  of  the  business,  shall  be  prima  facie  evidence  of 
a  fraudulent  purpose  to  escape  such  tax;  but  the  fact 
that  the  gains  and  profits  are  In  any  case  permitted  to 
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aocumulate  and  become  surplus  shall  not  be  construed 
as  evidence  of  a  purpose  to  escape  the  said  tax  in  such 
case  unless  the  Secretary  of  the  Treasury  shall  certify 
that  in  his  opinion  such  accumulation  is  unreasonable 
for  the  purposes  of  the  business.  When  requested  by 
the  Commissioner  of  Internal  Revenue,  or  any  district 
collector  of  internal  revenue,  such  corporation.  Joint- 
stock  company  or  association,  or  Insurance  company 
shall  forward  to  him  a  correct  statement  of  such  gains 
and  profits  and  the  names  and  addresses  of  the  indi- 
viduals or  shareholders  who  would  be  entitled  to  the 
same  if  divided  or  distributed. 


Xnoome  Bxenipl  flrom  Z«w* 

Insurance  SECTION  4.  The  following:  income  shall  be  exempt 

Proceeds         from  the  provisions  of  this  title: 

The  proceeds  of  life  insurance  policies  paid  to  indi- 
vidual beneficiaries  upon  the  death  of  the  insured;  the 
Gifts  and  amount  received  by  the  insured,  as  a  return  of  pre- 

Liegacies         mlum  or  premiums  paid  by  him  under  life  insurance, 
endowment  or  annuity  contracts,  either  during  the  term 
or  at  the  maturity  of  the  term  mentioned  in  the  con- 
Interest  on         tract  or  upon  the  surrender  of  the  contract;  the  value 
State  or         of  property  acquired  by  gift,  bequest,  devise,  or  descent 
United  States(but  the  income  from  such  property  shall  be  included  as 
Obligations     income) ;  interest  upon  the  obligations  of  a  State  or  any 
political  subdivision  thereof  or  upon  the  obligations  of 
the  United  States  or  its  possessions  or  securities  issued 
Compensation     under  the  provisions  of  the  Federal  Farm  Loan  Act  of 
of  State  and  July   seventeenth,   nineteen   hundred   and   sixteen;    the 
Federal  compensation  of  the  present  President  of  the  United 

OfHcers  and  States  during  the  term  for  which  he  has  been  elected. 
Employees  and  the  judges  of  the  Supreme  and  Inferior  courts  of 
the  United  States  now  in  offloe,  and  the  compensation  of 
all  officers  and  employees  of  a  State,  or  any  political 
subdivision  thereof,  except  when  such  compensation  is 
paid  by  the  United  States  Government  (For  the  form  of 
this  section  as  amended  by  the  Revenue  Act  of  1917 
see  section  1200  of  that  act. 


Dedvetloiui  Allowed. 


SECTION  6.  That  in  computing  net  inoome  in   the 
case  of  a  cltisen  or  resident  of  the  United  States— 

(a)  For  the  purpose  of  the  tax  there  shall  be  allowed 
as  deductions*- 
Bxpenses  First  The  necessary  expenses  actually  paid  in  car- 

rying on  any  business  or  trade,  not  including  personal, 
living,  or  family  expenses; 
Interest  Second.  All  interest  paid  within  the  year  on  his  in* 

debtedness; 
Taxes  Third.  Taxes  paid  within  the  year  imposed  by  the 

authority  of  the  United  States,  or  its  Territories,  or 
possessions,  or  any  foreign  country,  or  under  the  au- 
thority of  any  State,  county,  school  district,  or  muniol- 
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pallty,  or  other .  taxing  subdivision  of  any  State,  not 
Including  those  assessed  against  local  benefits; 

Fourth.  Losses   actually   sustained  during   the   year,  Losses 
Incurred  in  his  business  or  trade,  or  arising  from  fires, 
storms,   shipwreck,  or  other  casualty,  and  from  theft, 
when  such  losses  are  not  compensated  for  by  insurance  Value  as 
or  otherwise:  Provided,  That  for  the  purpose  of  ascer-     of  March  1, 
taining  the  loss  sustained  from  the  sale  or  other  dis-      1913 
position  of  property,  real,  personal,  or  mixed,  acquired 
before  March  first,  nineteen  hundred  and  thirteen,  the 
fair    m|irket    price    or   value   of   such    property    as    of 
March  first,  nineteen  hundred  and  thirteen,  shall  be  the 
basis   for  determining  the  amount   of   such   loss   sus- 
tained; 

Fifth.  In  transactions  entered  into  for  profit  but  not  Losses  Not  in 
connected  with  his  business  or  trade,  the  losses  actu-     Business 
ally  sustained  therein   during  the  year  to  an  amount 
not  exceeding  the  profits  arising  therefrom: 

Sixth.  Debts  due  to  the  taxpayer  actually  ascertained     Debts 
to  be  worthless  and  charged  off  within  the  year; 

Seventh.  A  reasonable  allowance  for  the  exhaustion,      Depreciation 
wear  and  tear  of  property  arising  out  of  its  use  or 
employment  in  the  business  or  trade; 

Eighth,  (a)  In  the  case  of  oil  and  gas  wells  a  rea- Depletion 
sonable  allowance  for  actual  reduction  in  flow  and  pro- 
duction to  be  ascertained  not  by  the  flush  flow,  but  by 
the  settled  production  or  regular  flow;  (b)  in  the  case 
of  mines  a  reasonable  allowance  for  depletion  thereof 
not  to  exceed  the  market  value  In  the  mine  of  the  prod* 
uct  thereof,  which  has  been  mined  and  sold  during  the 
year  for  which  the  return  and  computation  are  made.  Items  Not 
such  reasonable  allowance  to  be  made  in-  the  case  of  Deductible 
both  (a)  and  (b)  imder  rules  and  regulations  to  be 
prescribed  by  the  Secretary  of  the  Treasury:  Provided, 
That  when  the  allowances  authorized  in  (a)  and  (b) 
shall  equal  the  capital  originally  invested,  or  in  case 
of  purchase  made  prior  to  March  first,  nineteen  hundred 
and  thirteen,  the  fair  market  value  as  of  that  date,  no 
further  allowance  shall  be  made.  No  deduction  shall 
be  allowed  for  any  amount  paid  out  for  new  buildings, 
permanent  improvements,  or  betterments,  made  to  in- 
crease the  value  of  any  property  or  estate,  and  no 
deduction  shall  be  made  for  any  amount  of  expense  of 
restoring  property  or  making  good  the  exhaustion  ther- 
of  for  which  an  allowance  is  or  has  been  made. 

(For  the  form  of  this   section   as  amended  by   the 
Revenue  Act  of  1917  see  section  1201  of  that  act.) 


Credits  AUowed 

(b)  For  the  purpose  of  the  normal  tax  only,  the  I>ivldends 
income  embraced  In  a  personal  return  shall  be  credited 
with  the  amount  received  as  dividends  upon  the  stock 
or  from  the  net  earnings  of  any  corporation.  Joint-stock 
company  or  association,  trustee,  or  insurance  company, 
which  is  taxable  upon  its  net  income  as  hereinafter 
provided; 

APPENDIX  PAGE  16 

Digitized  by  VjOOQIC 


BBVENUB    ACT    OF    1916 

Tax  (c)  A  like  credit  shall  be  allowed  as  to  the  amount 

Withheld        of  income,  the  normal  tax  upon  which  has  been  paid  or 

withheld  for  payment  at  the  source  of  the  income  under 

the  provisions  of  this  title. 

Vonvesideat  AUmm 


Deductions 
Allowed 


Bxpenses 


Interest 


Taxes 


Losses 


Value  as  of 
March  1, 
1913 


Losses  Not 
Business 


Debts 


Depreciation 


in 


SECTION  6.  That  in  computing  net  income  in  the  case 
of  a  nonresident  alien — 

(a)  For  the  purpose  of  the  tax  there  shall  be  allowed 
as  deductions — 

First.  The  necessary  expenses  actually  i>aid  in  carry- 
ing on  any  business  or  trade  conducted  by  him  within 
the  United  States,  not  including  personal,  living,  or 
family  expenses; 

Second.  The  proportion  of  all  interest  paid  within 
the  year  by  such  person  on  his  indebtedness  which  the 
gross  amount  of  his  income  for  the  year  derived  from 
sources  within  the  United  States  bears  to  the  gross 
amount  of  his  income  for  the  year  derived  from  all 
sources  within  and  without  the  United  States,  but  this 
deduction  shall  be  allowed  only  if  such  person  includes 
in  the  return  required  by  section  eight  all  the  informa- 
tion necessary  for  its  calculation; 

Third.  Taxes  paid  within  the  year  imposed  by  the 
authority  of  the  United  States,  or  its  Territories,  or 
possessions,  or  imder  the  authority  of  any  State,  county, 
school  district,  or  municipality,  or  other  taxing  subdi- 
vision of  any  State,  paid  within  the  United  States,  not 
including  those  assessed  against  local  benefits; 

Fourth.  Losses  actually  sustained  during  the  year, 
incurred  in  business  or  trade  conducted  by  him  within 
the  United  States,  and  losses  of  property  within  the 
United  States  arising  from  fires,  storms,  shipwreck,  or 
other  casualty,  and  from  theft,  when  such  losses  are 
not  compensated  for  by  insurance  or  otherwise:  Pro- 
vided, That  for  the  purpose  of  ascertaining  the  amount 
of  such  loss  or  losses  sustained  in  trade,  or  speculative 
transactions  not  in  trade,  from  the  same  or  any  kind 
of  property  acquired  before  March  first,  nineteen  hun- 
dred and  thirteen,  the  fair  market  price  or  value  of 
such  property  as  of  March  first,  nineteen  hundred  and 
thirteen,  shall  be  the  basis  for  determining  the  amount 
of  such  loss  or  losses  sustained; 

Fifth.  In  transactions  entered  into  for  profit  but  not 
connected  with  his  business  or  trade,  the  losses  actually 
sustained  therein  during  the  year  to  an  amount  not 
exceeding  the  profits  arising  therefrom  in  the  United 
States; 

Sixth.  Debts  arising  in  the  course  of  business  or 
trade  conducted  by  him  within  the  United  States  due 
to  the  taxpayer  actually  ascertained  to  be  worthless  and 
charged  off  within  the  year; 

Seventh.  A  reasonable  allowance  for  the  exhaustion, 
wear  and  tear  of  property  within  the  United  States 
arising  out  of  Its  use  or  emplosrment  in  the  business  or 
trade;  (a)  in  the  case  of  oil  and  gas  wells  a  reasonable 


APPENDIX  PAGB  99 

Digitized  by  VjOOQIC 


REVENUE    ACT    OP    1916 

allowance  for  actual  reduction  in  flow  and  production 
to  be  ascertained  not  by  the  flush  flow,  but  by  the 
settled  production  or  regular  flow;  (b)  in  the  case  of 
mines  a  reasonable  allowance  for  depletion  thereof  not 
to  exceed  the  market  value  in  the  mine  of  the  product 
thereof  which  has  been  mined  and  sold  duringr  the  year 
for  which  the  return  and  computation  are  made,  such 
reasonable  allowance  to  be  made  in  the  case  of  both 
(a)  and  (b)  under  rules  and  regulations  to  be  prescribed 
by  the  Secretary  of  the  Treasury:  Provided,  That  when 
the  allowance  authorised  in  (a)  and  (b)  shall  equal  the 
capital  originally  invested,  or  in  case  of  purchase  made 
prior  to  March  first,  nineteen  hundred  and  thirteen,  the 
fair  market  value  as  of  that  date,  no  further  allow- Items  Not 
ance  shall  be  made.  No  deduction  shall  be  allowed  for  Deductible 
any  amount  paid  out  for  new  buildings,  permanent  im- 
provements, or  betterments,  made  to  increase  the  value 
of  any  property  or  estate,  and  no  deduction  shall  be 
made  for  any  amount  of  expense  of  restoring  property 
or  making  good  the  exhaustion  thereof  for  which  an 
allowance  is  or  has  been  made. 

(b)  There  shall  also  be  allowed  the  credits  specified  Credits 
by  subdivisions  (b)  and  (c)  of  section  five.  Allowed 

(For  the  form  of  this'  section  as  amended  by  the 
Revenue  Act  of  1917  see  section  1202  of  that  act) 


Versonal  Szemptloii* 

SECTION  7.  (a)  That  for  the  purpose  of  the  normal  Specific 
tax  only,  there  shall  be  allowed  as  an  exemption  in  the  E«xemption 
nature  of  a  deduction  from  the  amount  of  the  net  in- 
come of  each  of  said  persons,  ascertained  as  provided 
herein,  the  sum  of  |8,000,  plus  |1,000  additional  if  the 
person  making  the  return  be  a  head  of  a  family  or  a 
married  man  with  a  wife  living  with  him,  or  plus  the 
sum  of  |1,000  additional  if  the  person  making  the  return 
be  a  married  woman  with  a  husband  living  with  her; 
but  in  no  event  shall  this  additional  exemption  of 
$1,000  be  deducted  by  both  a  husband  and  a  wife: 
Provided,  That  only  one  deduction  of  $4,000  shall  be 
made  from  the  aggregate  income  of  both  husband  and 
wife  when  living  together:  Provided  further.  That 
guardians  or  trustees  shall  be  allowed  to  make  this 
personal  exemption  as  to  income  derived  from  the 
property  of  which  such  guardian  or  trustee  has  charge 
in  favor  of  each  ward  or  cestui  que  trust:  Provided 
further.  That  in  no  event  shall  a  ward  or  cestui  que 
trust  be  allowed  a  greater  personal  exemption  than 
$8,000,  or,  if  married,  $4,000,  as  provided  In  this  para- 
graph, from  the  amount  of  net  income  received  from  all 
sources.  There  shall  also  be  allowed  an  exemption 
from  the  amount  of  the  net  income  of  estates  of  de- 
ceased persons  during  the  period  of  administration  or 
settlement,  and  of  trust  or  other  estates  the  income  of 
which  is  not  distributed  annually  or  regularly  under  the 
provisions  of  paragraph  (b),  section  two,  the  sum  of 
$8,000,  including  such  deductions  as  are  allowed  under 
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0eotion  five.     (For  the  form  of  this  section  as  amended 
by  the  Revenue  Act  of  1917  see  section  1208  of  that 
act) 
Nonresident  (b)  A  nonresident  alien  individual  may  receive  the 

Alien  benefit  of  the  exemption  provided  for  in  this  section 

only  by  filingr  or  causing  to  be  filed  with  the  collector 
of  internal  revenue  a  true  and  accurate  return  of  his 
total  income,  received  from  all  sources,  corporate  or 
otherwise,  in  the  United  States,  in  the  manner  pre- 
scribed by  this  title;  and  in  case  of  his  failure  to  file 
such  return  the  collector  shall  collect  the  tax  on  such 
income,  and  all  property  belonfiringr  to  such  nonresident 
alien  individual  shall  be  liable  to  distraint  for  the  tax. 
(Repealed  by  section  1208  (2)  of  the  Revenue  Act  of 
1917.) 


Xetums. 


Tax  on  Net 
Income 


Filing  of 
Returns 


Extension  of 
Time  for 
Filing 


Return  by 
Agent 


Fiduciary 
Returns 


SECTION  8.  (a)  The  tax  shall  be  computed  upon  the 
net  income,  as  thus  ascertained,  of  each  person  subject 
thereto,  received  in  each  preceding  calendar  year  ending 
December  thirty-first 

(b)  On  or  before  the  first  day  of  March,  nineteen 
hundred  and  seventeen,  and  the  first  day  of  March  in 
each  year  thereafter,  a  true  and  accurate  return  under 
oath  shall  be  made  by  each  person  of  lawful  age, 
except  as  hereinafter  provided,  having  a  net  income  of 
13,000  or  over  for  the  taxable  year  to  the  collector  of 
Internal  revenue  for  the  district  in  which  such  person 
has  his  legal  residence  or  principal  place  of  business,  or 
if  there  be  no  legal  residence  or  place  of  business  in 
the  United  States,  then  with  the  collector  of  internal 
revenue  at  Baltimore,  Maryland,  in  such  form  as  the 
Commissioner  of  Internal  Revenue,  with  the  approval 
of  the  Secretary  of  the  Treasury,  shall  prescribe,  set- 
ting forth  specifically  the  gross  amount  of  income  from 
all  separate  sources,  and  from  the  total  thereof  de- 
ducting the  aggregrate  items  of  allowances  herein  au- 
thorized: Provided,  That  the  Commissioner  of  Internal 
Revenue  shall  have  authority  to  grant  a  reasonable 
extension  of  time,  in  meritorious  cases,  for  filing  re- 
turns of  Income  by  persons  residing  or  traveling  abroad 
who  are  required  to  make  and  file  returns  of  income  and 
who  are  unable  to  file  said  returns  on  or  before  March 
first  of  each  year:  Provided  further.  That  the  afore- 
said return  may  be  made  by  an  agent  when  by  reason 
of  illness,  absence,  or  nonresldence  the  person  liable  for 
said  return  is  unable  to  make  and  render  the  same,  the 
agent  assuming  the  yesponsibillty  of  making  the  return 
and  incurring  penalties  provided  for  erroneous,  false,  or 
fraudulent  return. 

(c)  Guardians,  trustees,  executors,  administrators, 
receivers,  conservators,  and  all  persons,  corporations, 
or  associations  acting  in  any  fiduciary  capacity,  shall 
make  and  render  a  return  of  the  income  of  the  person, 
trust  or  estate  for  whom  or  which  they  act  and  be 
subject  to  all  the  provisions  of  this  title  which  apply 
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to  individuals.  Such  fiduciary  shall  make  oath  that  he 
has  BUfflclent  knowledge  of  the  affairs  of  such  person, 
trust,  or  estate  to  enable  him  to  make  such  return  and 
that  the  same  is,  to  the  best  of  his  knowledge  and  belief, 
true  and  correct,  and  be  subject  to  all  the  proYisions 
of  this  title  which  apply  to  individuals:  Provided.  That 
a  return  made  by  one  of  two  or  more  joint  fiduciaries 
filed  in  the  district  where  such  fiduciary  resides,  under 
such  regulations  as  the  Secretary  of  the  Treasury  may 
prescribe,  shall  be  a  sufficient  compliance  with  the  re- 
quirements of  this  parasrraph.  KFor  the  form  of  this 
paragrraph  as  amended  by  the  Revenue  Act  of  1917  see 
section   1204   of  that  act) 

(d)  All    persons,    firms,    companies,    copartnerships.  Withholding 
corporations,  joint-stock  companies,  or  associations,  and     of  Tax 
insurance  companies,  except  as  hereinafter  provided,  in 
whatever  capacity  acting,  having:  the  control,  receipt, 

disposal,  or  payment  of  fixed  or  determinable  annual 
or  periodical  gains,  profits,  and  income  of  another  indi* 
vldual  subject  to  tax,  shall  in  behalf  of  such  person 
deduct  and  withhold  from  the  payment  an  amount 
equivalent  to  the  normal  tax  upon  the  same  and  make  Return  of  Tax 
and  render  a  return,  as  aforesaid,  but  separate  and  dis-  Withheld 
tinct,  of  the  portion  of  the  income  of  each  person  from 
which  the  normal  tax  has  been  thus  withheld,  and  con- 
taining also  the  name  and  address  of  such  person  or 
stating  that  the  name  and  address  or  the  address,  as 
the  case  may  be,  are  unknown:  Provided,  That  the  pro- 
vIsioR  requiring  the  normal  tax  of  individuals  to  be 
deducted  and  withheld  at  the  source  of  the  income  shall 
not  be  construed  to  require  the  withholding  of  such 
tax  according  to  the  two  per  centum  normal  tax  rate 
herein  prescribed  until  on  and  after  January  first,  nine- 
teen hundred  and  seventeen,  and  the  law  existing  at  the 
time  of  the  passage  of  this  Act  shall  govern  the  amount 
withheld  or  to  be  withheld  at  the  source  until  January 
first,  nineteen  hundred  and  seventeen. 

That  in  either  case  mentioned  in  subdivisions  (c)  and  When 
(d)  of  this  section  no  return  of  income  not  exceeding     Return  Not 
18,000  shall  be  required,  except  as  in  this  title  provided.     Required 
(Repealed  by  section  1204   (2)  of  the  Revenue  Act  of 
1917.) 

(e)  Persons  canying  on  business  in  partnership  shall  Partnership 
be  liable  for  income  tax  only  in  their  individual  capac-     Income  and 
ity,  and  the  share  of  the  profits  of  the  partnership  to     Return  of 
which   any    taxable   partner  would   be   entitled   if   the     Income 
same  were  divided,  whether  divided  or  otherwise,  shall 

be  returned  for  taxation  and  the  tax  paid  under  the 
provisions  of  this  title:  Provided,  That  from  the  net 
distributive  interests  on  which  the  individual  members 
shall  be  liable  for  tax,  normal  and  additional,  there 
shall  be  excluded  their  proportionate  shares  received 
from  interest  on  the  obligations  of  a  State  or  any 
political  or  taxing  subdivlsloit  thereof,  and  upon  the 
obligations  of  the  United  States  and  its  possessions, 
and  all  taxes  paid  to  the  United  States  or  to  any  pos- 
session thereof,  or  to  any  State,  county,  or  taxing  sub- 
division of  a  State,  and  that  for  the  purpose  of  oom- 
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Dividends 
Included  in 
Income 


Returns  Upon 
Basis  of 
Accounts 


putlnff  the  normal  tax  there  shall  be  allowed  %  credit, 
as  provided  by  section  ilve,  subdivision  (b),  for  their 
proportionate  share  of  the  profits  derived  from  divi- 
dends. And  such  partnership,  when  requested  by  the 
Commissioner  of  Internal  Revenue,  or  any  district  col- 
lector, shall  render  a  correct  return  of  the  eaminss, 
profits,  and  Income  of  the  partnership,  except  income 
exempt  under  section  four  of  this  act,  setting  forth  the 
item  of  the  gross  income  and  the  deductions  and  credits 
allowed  by  this  title,  and  the  names  and  addresses  of 
the  individuals  who  would  be  entitled  to  the  net  earn- 
ings, profits,  and  income,  if  distributed  (For  the  form 
of  this  paragraph  as  amended  by  the  Revenue  Act  of 
1917  see  secUon  1204  of  that  act.) 

(f)  In  every  return  shall  be  Included  the  income  de- 
rived from  dividends  on  the  capital  stock  or  from  the 
net  earnings  of  any  corporation,  joint-stock  company  or 
association,  or  insurance  company,  except  that  in  the 
case  of  nonresident  aliens  such  income  derived  from 
sources  without  the  United  States  shall  not  be  included. 

(g)  An  individual  keeping  accounts  upon  any  basis 
other  than  that  of  actual  receipts  and  disbursements, 
unless  such  other  basis  does  not  clearly  reflect  his 
income,  may,  subject  to  regulations  made  by  the  Oom* 
missloner  of  Internal  Revenue,  with  the  approval  of 
the  Secretary  of  the  Treasury,  make  his  return  upon 
the  basis  upon  which  his  accounts  |ure  kept,  in  which 
cate  the  tax  shall  be  computed  upon  his  income  as  so 
returned. 


jm^gjiii^iil  uiA  a|itiwiwtff^ii>|iy^yn. 


Notification  of  SECTION  9.  (a)  That  all  assessments  shall  be  made 
Amount  of  by  the  Commissioner  of  Internal  Revenue  and  all  per- 
sons shall  be  notified  of  the  amount  for  which  they  are 
respectively  liable  on  or  before  the  first  day  of  June 
of  each  successive  year,  and  said  amoimts  shall  be  paid 
on  or  before  the  fifteenth  day  of  Jime,  except  in  cases 
of  refusal  or  neglect  to  make  such  return  and  in  cases 
of  erroneous,  false,  or  fraudulent  returns,  In  which 
cases  the  Commissioner  of  Internal  Revenue  shall,  upon 
the  discovery  thereof,  at  any  time  within  three  years 
after  said  return  is  due,  or  has  been  made,  make  a 
return  upon  information  obtained  as  provided  for  in  this 
title  or  by  existing  law,  or  require  the  necessary  cor- 
rections to  be  made,  and  the  assessment  made  by  the 
Commissioner  of  Internal  Revenue  thereon  shall  be 
paid  by  such  person  or  persons  immediately  upon  noti- 
fication of  the  amount  of  such  assessment;  and  to  any 
sum  or  sums  due  and  unpaid  after  the  fifteenth  day  of 
June  in  any  year,  and  for  ten  days  after  notice  and 
demand  thereof  by  the  collector,  there  shall  be  added 
the  sum  of  five  per  centum  on  the  amount  of  tax  un- 
paid, and  interest  at  the  rate  of  one  per  centum  per 
month  upon  said  tax  from  the  time  the  same  became 
due,  except  from  the  estates  of  insane,  deceased,  or 
insolvent  persona 


Tax 
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(b)  All  persons,  firms,  copartnerships,  companies, Withholding 
corporations.  Joint-stock  companies,  or  associations,  and  Payment 
and  insurance  companies,  in  whatever  capacity  acting,  of  Tax  at 
Including  lessees  or  mortgagors  of  real  or  persona]  Source 
property,  trustees  acting  in  any  trust  capacity,  execu- 
tors, administrators,  receivers,  conservators,  employers, 
and  all  officers  and  employees  of  the  United  States  hav- 
ing the  control,  receipt,  custody,  disposal,  or  payment 
of  interest,  rent,  salaries,  wages,  premiums,  annuities, 
compensation,  remuneration,  emoluments,  or  other  fixed 
or  determinable  annual  or  periodical  gains,  profits,  and 
income  of  another  person,  exceeding  $8,000  for  an3^ 
taxable  year,  other  than  income  derived  from  dividends 
on  capital  stock,  or  from  the  net  earnings  of  corpora- 
tions and  joint-stock  companies  or  associations,  or  in- 
surance companies,  the  income  of  which  is  taxable  un- 
der this  title,  who  are  required  to  make  and  render  a 
return  in  behalf  of  another,  as  provided  herein,  to  the 
collector  of  his,  her,  or  its  district,  are  hereby  au- 
thorized and  required  to  deduct  and  withhold  from  such 
annual  or  periodical  gains,  profits,  and  income  such 
sum  as  will  be  sufficient  to  pay  the  normal  tax  imposed 
thereon  by  this  title,  and  shall  pay  the  amount  withheld 
to  the  officer  of  the  United  States  Oovemment  au- 
thorized to  receive  the  same;  and  they  are  each  hereby 
made  personally  liable  for  such  tax,  and  they  are  each 
hereby  indemnified  against  every  person,  corporation, 
association,  or  demand  whatsoever  for  all  payments 
which  they  shall  make  in  pursuance  and  by  virtue  of 
this  Utle. 


In  all  cases  where  the  income  tax  of  a  person  is 
withheld  and  deducted  and  paid  or  to  be  paid  at  the 
source,  such  person  shall  not  receive  the  benefit  of  the 
personal  exemption  allowed  In  section  seven  of  this 
title  except  by  an  application  for  refimd  of  the  tax 
unless  he  shall,  not  less  than  thirty  days  prior  to  the 
day  on  which  the  return  of  his  income  is  due,  flle  with 
the  person  who  is  required  to  withhold  and  pay  tax  for 
him  a  signed  notice  in  writing  claiming  the  benefit  of 
such  exemption,  and  thereupon  no  tax  shall  be  with- 
held upon  the  amount  of  such  exemption:  Provided, 
That  if  any  person  for  the  purpose  of  obtaining  any 
allowance  or  reduction  by  virtue  of  a  claim  for  such 
exemption,  either  for  himself  or  for  any  other  person, 
knowingly  makes  any  false  statement  or  false  or  fraud- 
ulent representation,  he  shall  be  liable  to  a  penalty  of 
not  exceeding  $300. 

And  where  the  income  tax  is  paid  or  to  be  paid  at  the 
source,  no  person  shall  be  allowed  the  benefit  of  any 
deduction  provided  for  in  sections  five  or  six  of  this 
title  imless  he  shall,  not  less  than  thirty  days  prior  to 
the  day  on  which  the  return  of  his  income  is  due, 
either  (1)  file  with  the  person  who  is  required  to  with- 
hold and  pay  tax  for  him  a  true  and  correct  return  of 
his  gains,  profits,  and  income  from  all  other  sources, 
and  also  the  deductions  asked  for,  and  the  showing 
thus  made  shall  then  become  a  part  of  the  return  to  be 
made  in  his  behalf  by  the  person  required  to  withhold 
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and  i>ay  the  tax,  or  (2)  likewise  make  application  for 
deductions  to  the  collector  of  the  district  In  which 
return  Is  made  or  to  be  made  for  him:  Provided,  That* 
when  any  amount  allowable  as  a  deduction  Is  known  at 
the  time  of  receipt  of  fixed  annual  or  periodical  Income 
by  an  Individual  subject  to  tax,  he  may  file  with  the 
^  person,    firm,    or    corporation   making    the    payment   a 

certificate,  under  penalty  for  false  claim,  and  In  such 
form  as  shall  be  prescribed  by  the  Commissioner  of 
Internal  Revenue,  stating  the  amount  of  such  deduction 
and  making:  a  claim  for  an  allowance  of  the  same 
against  the  amount  of  tax  otherwise  required  to  be 
deducted  and  withheld  at  the  source  of  the  Income, 
and  such  certificate  shall  likewise  become  a  part  of 
the  return  to  be  made  In  his  behalf. 
Withholding  If  such  person  Is  absent  from  the  United  States,  or 

Return  by  Is  unable  owing  to  serious  Illness  to  make  the  return 
Agent'  and  application  above  provided  for,  the  return  and  ap- 

plication may  be  made  by  an  agent,  he  making  oath 
that  he  has  sufficient  knowledge  of  the  affairs  and  prop- 
erty of  his  principal  to  enable  him  to  make  a  full  and 
complete  return,  and  that  the  return  and  application 
made  by  him  are  full  and  complete.  (For  the  form  of 
this  subdivision  as  amended  by  the  Revenue  Act  of  1917 
see  section  1206  of  that  act.) 
Withholding  (c)  The  amount  of  the  normal  tax  hereinbefore  Im- 

Where  posed   shall    be   deducted   and   withheld   from   fixed  or 

Income  Is  determinable  annual  or  periodical  gains,  profits,  and 
Iiess  Than  Income  derived  from  interest  upon  bonds  and  mort- 
|S,000  gages,  or  deeds  of   trust  or  other  similar  obligations 

of  corporations,  joint-stock  companies,  associations,  and 
Insurance  companies,  whether  payable  annually  or  at 
shorter  or  longer  periods,  although  such  interest  does 
not  amoimt  to  $3,000,  subject  to  the  provisions  of  this 
title  requiring  the  tax  to  be  withheld  at  the  source 
and  deducted  from  annual  Income  and  returned  and 
paid  to  the  Oovemment  (For  the  form  of  this  sub- 
division as  amended  by  the  Revenue  Act  of  1917  see 
section  1205  of  that  act) 
Withholding  (d)  And   likewise  the  amount  of  such  tax  shall  be 

in  Case  of  deducted  and  withheld  from  coupons,  checks,  or  bills 
Foreign  of  exchange  for  or  in  payment  of  Interest  ui>on  bonds  of 

Bonds,  Etc.  foreign  countries  and  upon  foreign  mortgages  or  like 
obligations  (not  payable  in  the  United  States),  and  also 
from  coupons,  checks,  or  bills  of  exchange  for  or  In 
payment  of  any  dividends  upon  the  stock  or  Interest 
upon  the  obligations  of  foreign  corporations,  associa- 
tions, and  Insurance  companies  engaged  In  business  In 
foreign  countries. 
Who  Is  to  And   the   tax   in   such   cases   shall   be   withheld,   de« 

Withhold  ducted,  and  returned  for  and  In  behalf  of  any  person 
subject  to  the  tax  hereinbefore  imposed,  although  such 
Interest  or  dividends  do  not  exceed  $2,000,  by  (1)  any 
banker  or  person  who  shall  sell  or  otherwise  realise 
coupons,  checks,  or  bills  of  exchange  drawn  or  made 
in  payment  of  any  such  Interest  or  dividends  (not  pay- 
able In  the  United  States),  and  (2)  any  person  who 
shall  obtain   payment   (not  In  the  United   States),   in 
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behalf  of  another  of  such  dividends  and  interest  by 
means  of  coupons,  checks,  or  bills  of  exchanffe,  and  also 
(S)  any  dealer  in  such  coupons  who  shall  purchase  the 
same  for  any  such  dividends  or  Interest  (not  payable 
in  the  United  States),  otherwise  than  from  a  banker  or 
another  dealer  in  such  coupons.  (Repealed  by  section 
1205   (2)  of  the  Revenue  Act  of  1917.) 

(e)  Where  the  tax  is  withheld  at  the  source,  the  bene- 
fit of  the  exemption  and  the  deductions  allowable  under 
this  title  may  be  had  by  complying  with  the  foregoing 
provisions  of  this  section.  (Repealed  by  section  1205 
(2)  of  the  Revenue  Act  of  1917.) 

(f)  All  persons,  firms,  or  corporations  undertaking  as  License  for 
a  matter  of  business  or  for  profit  the  collection  of  for-     Collecting 
eign  payments  of  such  Interest  or  dividends  by  means     Foreign 
of  coupons,  checks,  or  bills  of  exchange  shall  obtain  a     Items 
license   from   the   Commissioner  of   Internal   Revenue, 

and  shall  be  subject  to  such  regulations  enabling  the 
Qovemment  to  ascertain  and  verify  the  due  withholding 
and  payment  of  the  income  tax  required  to  be  withheld 
and  paid  as  the  Commissioner  of  Internal  Revenue, 
with  the  approval  of  the  Secretary  of  the  Treasury,  Penalty 
shall  prescribe;  and  any  person  who  shall  knowingly 
undertake  to  collect  such  payments  as  aforesaid  with- 
out having  obtained  a  license  therefor,  or  without  com- 
plying with  such  regulations,  shall  be  deemed  guilty  of 
a  misdemeanor  and  for  each  offense  be  fined  In  a  sum 
not  exceeding  |6,000,  or  Imprisoned  for  a  term  not  ex- 
ceeding one  year,  or  both,  in  the  discretion  of  the  court 
(For  the  form  of  this  subdivision  as  amended  by  the 
Revenue  Act  of  1917  see  section  1205  of  that  act.) 

(g)  The  tax  herein  Imposed  upon  gains,  profits,  and  Payment  of 
income   not   falling  under   the  foregoing   and   not   re-     Tax  Not 
turned  and  paid  by  virtue  of  the  foregoing  shall  be     Withheld 
assessed  by  personal  return  under  rules  and  regulations 

to  be  prescribed  by  the  Commissioner  of  Internal  Reve- 
nue and  approved  by  the  Secretary  of  the  Treasury. 
The  intent  and  purpose  of  this  title  is  that  all  gains, 
profits,  and  Income  of  a  taxable  class,  as  defined  by 
this  title,  shall  be  charged  and  assessed  with  the  corre- 
sponding tax,  normal  and  additional,  prescribed  by  this 
title,  and  said  tax  shall  be  paid  by  the  owner  of  such 
income,  or  the  proper  representative  having  the  receipt, 
custody,  control,  or  disposal  of  the  same.  For  the  pur- 
pose of  this  title  ownership  or  liability  shall  be  de- 
termined as  of  the  year  for  which  a  return  Is  required 
to  be  rendered. 

The  provisions  of  this  title  relating  to  the  deduction  Withholding 
and  payment  of  the  tax  at  the  source  of  Income  shaU     of  Normal 
only  apply  to  the  normal  tax  hereinbefore  Imposed  upon     Tax  Only 
individuals.      (For    the    form    of    this    subdivision    m 
amended  by  the  Revenue  Act  of  1917  see  section  1206 
of  that  act.) 

Part  IT.    On  Ctovporattons. 

SECTION   10.  That  there   shall  be   levied,   assessed,  Normal  Tax  of 
collected,  and  paid  annually  upon  the  total  net  Income     2%  on  Net 
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Income  received  in  the  precedingr  calendar  year  from  all  sources 

by  every  corporation,  Joint-stock  company  or  associa- 
tion, or  insurance  company,  organized  In  the  United 
States,  no  matter  how  created  or  organised  but  not 
including  partnerships,  a  tax  of  two  per  centum  upon 
such  income;  and  a  like  tax  shall  be  levied,  assessed. 
Foreign  CQllected,  and  paid  annually  upon  the  total  net  income 

Corporations  received  in  the  preceding  calendar  year  from  all  sources 
within  the  United  States  by  every  corporation.  Joint- 
stock  company  or  association,  or  insurance  company 
organized,  authorized,  or  existing  under  the  laws  of 
any  foreign  country,  including  the  Interest  on  bonds, 
notes,  or  other  interest-bearing  obligations  of  resi- 
dents, corporate  or  otherwise,  and  including  the  income 
derived  from  dividends  on  capital  stock  or  from  net 
earnings  of  resident  corporations.  Joint-stock  companies 
Dividends  or  associations,  or  insurance  companies  whose  net  In- 

Deflned  come  is  taxable  under  this  title:   Provided,  That  the 

term  "dividends"  as  used  in  this  title  shall  be  held  to 
mean  any  distribution  made  or  ordered  to  be  made  by 
a  corporation.  Joint-stock  company,  association,  or  in- 
surance company,  out  of  its  earnings  or  profits  accrued 
since  March  first,  nineteen  hundred  and  thirteen,  and 
payable  to  its  shareholders,  whether  in  cash  or  in  stock 
of  the  corporation.  Joint-stock  company,  association,  or 
insurance  company,  which  stock  dividend  shall  be  con- 
sidered Income,  to  the  amount  of  its  cash  value. 


Tax  on  1916 
Net  Income 


Fiscal  Year 


Value  as  6f 
March  1, 
191S 


The  foregoing  tax  rate  shall  apply  to  the  total  net 
income  received  by  every  taxable  corporation,  'Joint- 
stock  company  or  association,  or  insurance  company  in 
the  calendar  year  nineteen  hundred  and  sixteen  and  in 
each  year  thereafter,  except  that  if  it  has  fixed  its  own 
fiscal  year  under  the  provisions  of  existing  law,  the 
foregoing  rate  shall  apply  to  the  proportion  of  the  total 
net  income  returned  for  the  fiscal  year  ending  prior  to 
December  thirty-first,  nineteen  hundred  and  sixteen, 
which  the  period  between  January  first,  nineteen  hun- 
dred and  sixteen,  and  the  end  of  such  fiscal  year  bears 
to  the  whole  of  such  fiscal  year,  and  the  rate  fixed  in 
Section  II  of  the  Act  approved  October  third,  nineteen 
hundred  and  thirteen,  entitled  "An  Act  to  reduce  tariff 
duties  and  to  provide  revenue  for  the  (Government,  and 
for  other  purposes,"  shall  apply  to  the  remaining  por- 
tion of  the  total  net  income  returned  for  such  fiscal 
year. 

For  the  purpose  of  ascertaining  the  grain  derived  or 
loss  sustained  from  the  sale  or  other  disposition  by  a 
corporation.  Joint-stock  company  or  association,  or  in- 
surance company,  of  property,  real,  personal,  or  mixed, 
acquired  before  March  first,  nineteen  hundred  and  thir- 
teen, the  fair  market  price  or  value  of  such  property 
as  of  March  first,  nineteen  hundred  and  thirteen,  shall 
be  the  basis  for  determining  the  amount  of  such  gain 
derived  or  loss  sustained. 

(For  the  form  of  this  section  as  amended  by  the 
Revenue  Act  of  1917  see  section  1206  of  that  act.) 
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Oomflittoaftl  and  OtliAr  Bz«mpttoiuk 

SECTION  11.  (a)  That  there  shall  not  be  taxed  un- Exempt 
der  this  title  any  Income  received  by  any —  Corporations 

First.  Labor,  agricultural,  or  horticultural  orgranisa- 
tion; 

Second.  Mutual  savings  bank  not  having  a  capital 
stock  represented  by  shares; 

Third.  Fraternal  beneficiary  society,  order,  or  asso- 
ciation, operating  under  the  lodge  system  or  for  the 
exclusive  benefit  of  the  members  of  a  fraternity  itself 
operating  under  the  lodge  system,  and  providing  for 
the  payment  of  life,  sick,  accident,  or  other  benefits  to 
the  members  of  such  society,  order,  or  association  or 
their  dependents; 

Fourth.  Domestic  building  and  loan  association  and 
cooperative  banks  without  capital  stock  organized  and 
operated  for  mutual  purposes  and  without  profit; 

Fifth.  Cemetery  company  owned  and  operated  ex- 
clusively for  the  benefit  of  its  members; 

Sixth.  Corporation  or  association  organized  and  oper- 
ated exclusively  for  religious,  charitable,  scientific,  or 
educational  purposes,  no  part  of  the  net  income  of 
which  inures  to  the  benefit  of  any  private  stockholder 
or  individual; 

Seventh.  Business  league,  chamber  of  commerce,  or 
board  of  trade,  not  organized  for  profit  and  no  part  of 
the  net  income  of  which  inures  to  the  benefit  of  any  v 
private  stockholder  or  Individual; 

Eighth.  Civic  league  or  organization  not  organized 
for  profit  but  operated  exclusively  for  the  promotion  of 
social  welfare; 

Ninth.  Club  organized  and  operated  exclusively  for 
pleasure,  recreation,  and  other  nonprofitable  purposes, 
no  part  of  the  net  income  of  which  inures  to  the  benefit 
of  any  private  stockholder  or  member; 

Tenth.  Farmers'  or  other  mutual  hail,  cyclone,  or 
fire  insurance  company,  mutual  ditch  or  irrigation  com- 
PBJay,  mutual  or  cooperative  telephone  company,  or  like 
organization  of  a  purely  local  character,  the  income  of 
which  consists  solely  of  assessments,  dues,  and  fees 
collected  from  members  for  the  sole  purpose  of  meeting 
its  expenses; 

Eleventh.  Farmers',  fruit  growers,'  or  like  association, 
organized  and  operated  as  a  sales  agent  for  the  purpose 
of  marketing  the  products  of  its  members  and  turning 
back  to  them  the  proceeds  of  sales,  less  the  necessary 
selling  expenses,  on  the  basis  of  the  quantity  of  produce 
furnished  by  them; 

Twelfth.  Corporation  or  association  organized  for  the 
exclusive  purpose  of  holding  title  to  property,  collect- 
ing income  therefrom,  and  turning  over  the  entire 
amount  thereof,  less  expenses,  to  an  organization  which 
itself  is  exempt  from  the  tax  imposed  by  this  title;  or 
Thirteenth.  Federal  land  banks  and  national  farm- 
loan  associations  as  provided  in  section  twenty-six  of 
the  Act  approved  July  seventeenth,  nineteen  hundred 
and  sixteen,  entitled   "An  Act  to   provide  capital  for 

APPENDIX  PACE  105 

Digitized  by  VjOOQIC 


BBVENUE    ACT    OF    1916 


Income  from 
Public 
UUUUea 


State  Income 


asrricultural  development,  to  create  standard  forms  of 
investment  based  upon  farm  mortgage,  to  equalise 
rates  of  interest  upon  farm  loans,  to  furnish  a  market 
for  United  States  bonds,  to  create  Oovemment  deposi* 
taries  and  financial  agents  for  the  United  States,  and 
for  other  purposes." 

FoufCeenth.  Joint  stock  land  banks  as  to  income  de- 
rived from  bonds  or  debentures  of  other  joint-stook 
land  banks  or  any  Federal  land  bank  belonging  to  such 
joint-stock  land  bank. 

(b)  There  shall  not  be  taxed  under  this  title  any 
income  derived  from  any  public  utility  or  from  the 
exercise  of  any  essential  $:ovemmental  function  aoem- 
ing  to  any  State,  Territory,  or  the  District  of  Columbia, 
or  any  political  subdivision  of  a  State  or  Territory,  nor 
any  income  accruing  to  the  government  of  the  Philip- 
pine Islands  or  Porto  Rico,  or  of  any  political  subdivi- 
sion of  the  Philippine  Islands  or  Porto  Rico:  Provided, 
That  whenever  any  State,  Territory,  or  the  District  of 
Columbia,  or  any  i>olitical  subdivision  of  a  State  or 
Territory,  has,  prior  to  the  passage  of  this  title,  en- 
tered in  good  faith  Into  a  contract  with  any  person  or 
corporation,  the  object  and  purpose  of  which  is  to  ac- 
quire, construct,  operate,  or  maintain  a  public  utility, 
no  tax  shall  be  levied  under  the  provisions  of  tHls  title 
upon  the  Income  derived  from  the  operation  of  such 
public  utility,  so  far  as  the  payment  thereof  will  Im- 
pose a  loss  or  burden  upon  such  State,  Territory,  or 
the  District  of  Columbia,  or  a  political  subdivision  of  a 
State  or  Territory;  but  this  provision  is  not  intended  to 
confer  upon  such  person  or  corporation  any  financial 
grain  or  exemption  or  to  relieve  such  person  or  corpo- 
ration from  the  payment  of  a  tax  as  provided  for  In 
this  title  upon  the  part  or  portion  of  the  said  Income 
to  which  such  person  or  corporation  shall  be  entitled 
under  such  contract. 


Beduottons. 


Allowed  SECTION  12.  (a)  In  the  case  of  a  corporation,  joint- 

Domestic        stock  company  or  association,   or  insurance  company. 
Corporations  organized  in  the  United  States,  such  net  Income  shall 
be  ascertained  by  deducting  from  the  gross  amount  of 
Its  income  received  within  the  year  from  all  sources — 
Expenses  First.  All  the  ordinary  and  necessary  expenses  paid 

within  the  year  in  the  maintenance  and  operation  of 
its  business  and  properties,  including  rentals  or  other 
payments  required  to  be  made  as  a  condition  to  the 
continued  use  or  possession  of  property  to  which  the 
corporation  has  not  taken  or  is  hot  taking  title,  or  In 
which  it  has  no  equity. 
Ix>s8e8  Second.  All    losses   actually    sustained    and    charged 

Depreciation  off  within  the  year  and  not  compensated  by  insurance 
Depletion        or  otherwise,  Including  a  reasonable  allowance  for  the 
exhaustion,  wealr  and  tear  of  property  arising  out  of 
Its  use  or  employment  in  the  business  or  trade;   (a) 
In  the  case  of  oil  and  gas  wells  a  reasonable  allowance 
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for  actual  reduction  In  flow  and  production  to  be  as- 
certained  not  by   the   flush  flow,   but  by   the   settled 
production  or  resrular  flow;  (b)  in  the  case  of  mines  a 
reasonable  allowance  for  depletion  thereof  not  to  exceed 
the  market  value  in  the  mine  of  the  product  thereof 
which  has  been  mined  and  sold  durinff   the  year  for 
which  the  return  and  computation  are  made,  such  rea- 
sonable allowance  to  be  made  in  the  case  of  both  (a) 
and  (b)  imder  rules  and  regulations  to  be  prescribed  by 
the  Secretary  of  the  Treasury:  Provided,  That  when  the 
allowance  authorized   in    (a)   and    (b)    shall  equal   the 
capital  originally  invested,  or  in  case  of  purchase  made 
prior  to  March  first,  nineteen  hundred  and  thirteen,  the 
fair  market  value  as  of  that  date,  no  further  allowance 
shall  be  made;  and  (c)  in  the  case  of  insurance  com- Insurance 
panies,  the  net  addition,  if  any,  required  by  law  to  be     Companies 
made  within  the  year  to  reserve  funds  and  the  sums     Reserve 
other  than  dividends  paid  within  the  year  on  i>olicy  and     Funds 
annuity  contracts:  Provided,  That  no  deduction  shall  be 
allowed  for  any  amount  paid  out  for  new  buildings.  Items  Not 
permanent  improvements,  or  betterments  made  to  In-     Deductible 
crease   the  value  of  any   property  or  estate,   and   no 
deduction   shall  be  made  for  any   amount  of  expense 
of  restoring  property  or  making  good  the  exhaustion 
thereof  for  which  an  allowance  is  or  has  been  made: 
Provided   further.   That  mutual   fire  and   mutual   em- 
ployers' liability  and  mutual  workmen's  compensation 
and    mutual    casualty  .  Insurance    companies    requiring 
their  members  to  make  premium  deposits   to  provide 
for   losses  and   expenses   shall   not   return   as   income 
any  i>ortion  of  the  premium  dei>osits  returned  to  their 
policyholders,  but  shall  return  as  taxable  income  all 
income  received  by  them  from  all  other  sources  plus 
such  portions  of  the  premium  deposits  as  are  retained 
by  the  companies  for  purposes  other  than  the  payment 
of  losses  and  expenses  and  reinsurance  reserves:  Pro- 
vided further.   That  mutual   marine   insurance  compa- Mutual 
nies  shall  include  in  their  return  of  gross  income  gross     Insurance 
premiums  collected  and  received  by  them  less  amounts     Companies 
paid  for  reinsurance,  but  shall  be  entitled  to  include  in 
deductions  from  gross  income  amounts  repaid  to  policy- 
holders  on   account   of   premiums   previously   paid   by 
them  and  interest  paid  upon  such  amounts  between  the 
ascertainment   thereof  and   the   payment   thereof,   and 
life  insurance  companies  shall  not  Include  as  Income 
in  any  year  such  portion  of  any  actual  premium  re- Returned 
ceived  from  any  individual  policyholder  as  shall  have     Premiums 
been  paid  back  or  credited  to  such  individual  policy- 
holder, or  treated  as  an  abatement  of  premium  of  such 
individual  policyholder,  within  such  year; 

Third.  The  amount  of  interest  paid  within  the  year  Interest— > 
on  its  indebtedness  to  an  amoimt  of  such  indebtedness  Limitation 
not  in  excess  of  the  sum  of  (a)  the  entire  amount  of 
the  paid-up  capital  stock  outstanding  at  the  close  of 
the  year,  or,  if  no  capital  stock,  the  entire  amount  of 
capital  employed  in  the  business  at  the  close  of  the 
year,  and  (b)  one-half  of  its  interest-bearing  indebted- 
ness then  outstanding:  Provided,  That  for  the  purpose 
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of  this  title  preferred  capital  stock  shall  not  be  con- 
sidered Interest-bearing  Indebtedness,  and  Interest  or 
dividends  paid  upon  this  stock  shall  not  be  deductible 
from  irross  Income:  Provided  further.  That  In  oases 
wherein  shares  of  capital  stock  are  Issued  without  par 
or  nominal  value,  the  amount  of  paid-up  capital  stock, 
within  the  meaning  of  this  section,  as  represented  by 
such  shares,  will  be  the  amount  of  cash,  or  Its  equiva- 
lent, paid  or  transferred  to  the  corporation  as  a  con- 
sideration for  such  shares:  Provided  further.  That  In 
the  case  of  Indebtedness  wholly  secured  by  property 
collateral,  tangrlble  or  Intangible,  the  subject  of  sale  or 
hypothecation  In  the  ordinary  business  of  such  corpo- 

«  ration,  joint-stock  company  or  association  as  a  dealer 

only  In  the  property  constituting  such  collateral,  or 
In  loaning  the  funds  thereby  procured,  the  total  Interest 
paid  by  such  corporation,  company,  or  association  with- 
in the  year  on  any  such  Indebtedness  may  be  deducted 
as  a  part  of  Its  expenses  of  doing  business,  but  interest 
on  such  Indebtedness  shall  only  be  deductible  on  an 
amount  of  such  Indebtedness  not  in  excess  of  the  actual 
value  of  such  property  collateral:  Provided  further. 
That  in  the  case  of  bonds  or  other  indebtedness,  which 
have  been  Issued  with  a  guaranty  that  the  Interest  pay- 
able thereon  shall  be  free  from  taxation,  no  deduction 
for  the  payment  of  the  tax  herein  Imposed,  or  any 
other  tax  paid  pursuant  to  such  guaranty,  shall  be  al- 
lowed; and  in  the  case  of  a  bank,  banking  association, 
loan  or  trust  company.  Interest  paid  within  the  year  on 
deposits  or  on  moneys  received  for  investment  and 
secured  by  Interest-bearing  certificates  of  Indebtedness 
Issued  by  such  bank,  banking  association,  loan  or  trust 
company.  (For  the  form  of  this  subdivision  as  amended 
by  the  Revenue  Act  of  1917  see  section  1207  of  that  act) 

Taxes  Fourth.  Taxes  paid  within  the  year  Imposed  by  the 

authority  of  the  United  States,  or  its  Territories,  or 
I>ossessions,  or  any  foreign  country,  or  under  the  au- 
thority of  any  State,  county,  school  district,  or  mu- 
nicipality, or  other  taxing  subdivision  of  any  State, 
not  including  those  assessed  against  local  benefits. 
(For  the  form  of  this  subdivision  as  amended  by  the 
Revenue  Act  of  1917  see  section  1207  of  that  act.) 

Foreign  (b)  In   the  case  of  a  corporation.   Joint-stock  com- 

Corporations  pany  or  association,  or  Insurance  company,  organized^ 
authorised,  or  existing  under  the  laws  of  any  foreign 
country,  such  net  income  shall  be  ascertained  by  de- 
ducting from  the  gross  amount  of  Its  Income  received 
within  the  year  from  all  sources  within  the  United 
States^ 

Bxpenses  First.  All  the  ordinary  and  necessary  expenses  actu- 

ally paid  within  the  year  out  of  earnings  In  the  mainte- 
nance and  operation  of  its  business  and  property  within 
the  United  States,  including  rentals  or  other  payments 
required  to  be  made  as  a  oondltlon  to  the  continued 
use  or  possession  of  property  to  which  the  corporation 
has  not  taken  or  Is  not  taking  title,  or  in  which  it  has 
no  equity. 


APFBNBIX  PAGE  108 

Digitized  by  VjOOQIC 


BBVBNUE    ACT    OF    1016 

Second.  All  losses  actually  sustained  within  the  yearliosses 
in  business  or  trade  conducted  by  it  within  the  United      Depreciation 
States  and  not  compensated  by  insurance  or  otherwise, 
including  a  reasonable  allowance  for  the  exhaustion, 
wear  and  tear  of  property  arising  out  of  its  use  or  Depletion 
employment  in  the  business  or  trade;   (a)  and  in  the 
case  (a)  of  oil  and  gas  wells  a  reasonable  allowance 
for  actual  reduction  in  flow  and  production  to  be  as- 
certained not  by  the  flush  flow,  but  by  the  settled  pro- 
duction or  regular  flow;   (b)   in  the  case  of  mines  a 
reasonable  allowance  for  depletion  thereof  not  to  ex- 
ceed  the   market  value   in   the   mine   of   the   product 
thereof  which  has  been  mined  and  sold  during  the  year 
for  which  the  return  and  computation  are  made,  such 
reasonable  allowance  to  be  made  in  the  case  of  both 
(a)   and    (b)   under  rules  and  regulations  to  be  pre- 
scribed  by   the  Secretary   of  the   Treasury:   Provided, 
That  when   the  allowance  authorised  in    (a)    and    (b) 
shall  equal  the  capital  originally  invested,  or  in  case 
of  purchase  made  prior  to  March  first,  nineteen  hundred 
and  thirteen,  the  fair  market  value  as  of  that  date,  no 
further  allowance  shall  be  made;  and  (c)  in  the  case  of  Addition  to 
Insurance  companies,  the  net  addition,  if  any,  required     Reserve  Fund 
by  law  to  be  made  within  the  year  to  reserve  funds 
and  the  sums  other  than  dividends  paid  within  the  year 
on   policy   and   annuity   contracts:   Provided,   That   no     Items  Not 
deduction  shall  be  allowed  for  any  amount  paid  out  for     Deductible 
new    buildings,    permanent    improvements,    or    better- 
ments, made  to  Increase  the  value  of  any  property  or 
estate,  and  no  deduction  shall  be  made  for  any  amount 
of  expense  of  restoring  property  or  making  good  the 
exhaustion  thereof  for  which  an  allowance  is  or  has 
been  made:  Provided  further.  That  mutual  fire  and  mu-  Mutual 
tual  employers'   liability  and  mutual  workmen's  com-     Insurance 
pensation  and  mutual  casualty  insurance  companies  re-     Companies 
quiring  their  members  to  make  premium  deposits  to 
provide  for  losses  and  expenses   shall  not  return   as 
income  any  portion  of  the  premium  depo'sits  returned 
to  their  policyholders,  but  shall  return  as  taxable  in- 
come all  income  received  by  them  from  all  other  sources 
plus  such  portions  of  the  premium  deposits  as  are  re- 
tained by  the  companies  for  purposes  other  than  the 
payment  of  losses  and  expenses  and  reinsurance  re- 
serves: Provided  further,  That  mutual  marine  insurance 
companies  shall  Include  in  their  return  of  gross  income 
3T0SS   premiums  collected  and  received  by   them   less 
amounts  paid  for  reinsurance,  but  shall  be  entitled  to 
include  in  deductions  from  gross  income  amounts  repaid 
to   policyholders   on   account   of   premiums   previously 
paid   by   them,  and   interest   paid  upon   such  amounts 
between   the   ascertainment   thereof   and   the   payment 
thereof,  and  life  insurance  companies  shall  not  include 
as  income  in  any  year  such  portion  of  any  actual  pre- 
mium   received    from    any    individual    policyholder   as 
shall   have  been  paid  back  or  credited   to  such   Indi- Premiums 
vidual  policyholder,  or  treated  as  an  abatement  of  pre-     Paid  Back 
mium  of  such  individual  policyholder,  within  such  year.   * 

Third.  The  amount  of  interest  paid  within  the  year  Interest — 
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Limitation  on  its  indebtedness  to  an  amount  of  snoh  indebtedness, 
not  in  excess  of  the  proportion  of  the  sum  of  (a)  the 
entire  amount  of  the  paid-up  capital  stock  outBtaading 
at  the  close  of  the  year,  or,  If  no  capital  stock,  the 
entire  amount  of  the  capital  employed  in  the  business 
at  the  close  of  the  year,  and  (b)  one-half  of  its  interest- 
bearingr  indebtedness  then  outstanding,  which  the  gross 
amount  of  its  income  for  the  year  from  business  trans- 
acted and  capital  invested  within  the  United  States 
bears  to  the  gross  amount  of  its  income  derived  from 
all  sources  within  and  without  the  United  States: 
Provided,  That  in  the  case  of  bonds  or  other  indebted- 
ness which  have  been  issued  with  a  guaranty  that  the 
interest  payable  thereon  shall  be  free  from  taxation, 
no  deduction  for  the  payment  of  the  tax  herein  imposed 
or  any  other  tax  paid  pursuant  to  such  guaranty  shall 
be  allowed;  and  in  case  of  a  bank,  banking  association, 
loan  or  trust  company,  or  branch  thereof.  Interest  paid 
within  the  year  on  deposits  by  or  on  moneys  received 
for  investment  from  either  citizens  or  residents  of  the 
United  States  and  secured  by  interest-bearing  certifi- 
cates of  indebtedness  issued  by  such  bank,  banking 
association,  loan  or  trust  company,  or  branch  thereof; 
(For  the  form  of  this  subdivision  as  amended  by  the 
Revenue  Act  of  1917  see  section  1207  of  that  act.) 

Taxes  Fourth.  Taxes  paid  within  the  year  imposed  by  the 

authority  of  the  United  States,  or  its  Territories,  or 
possessions,  or  under  the  authority  of  any  State,  county, 
school  district,  or  municipality,  or  other  taxing  sub- 
division of  any  State,  paid  within  the  United  States,  not 
including  those  assessed  against  local  benefits;  (For 
the  form  of  this  subdivision  as  amended  by  the  Reve- 
nue Act  of  1917  see  section  1207  of  that  act.) 

Assessment  (c)  In  the  case  of  assessment  insurance  companies. 

Insurance        whether  domestic  or  foreign,  the  actual  deposit  of  sums 

0>mpanies       with  State  or  Territorial  officers,  pursuant  to  law,  as 

additions  to  guarantee  or  reserve  funds  shall  be  treated 

as  being  payments  required  by  law  to'  reserve  funds. 


Tax  on 
Net  Income 


Fiscal  Year 


SEKTTION  13.  (a)  The  tax  shall  be  computed  upon 
the  net  income,  as  thus  ascertained,  received  within  each 
preceding  calendar  year  ending  December  thirty-first: 
Provided,  That  any  corporation,  joint-sto<^  company  or 
association,  or  insurance  company,  subject  to  this  tax, 
may  designate  the  last  day  of  any  month  In  the  year 
as  the  day  of  the  closing  of  its  fiscal  year  and  shall 
be  entitled  to  have  the  tax  payable  by  It  computed 
upon  the  basis  of  the  net  income  ascertained  as  herein 
provided  for  the  year  ending  on  the  day  so  designated 
In  the  year  preceding  the  date  of  assessment  instead  of 
upon  the  basis  of  the  net  income  for  the  calendar  year 
preceding  the  date  of  assessment;  and  it  shall  give 
notice  of  the  day  it  has  thus  designated  as  the  dosing 
of  its  fiscal  year  to  the  collector  of  the  district  in  which 
its  principal  business  office  is  located  at  any  time  not 
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lesa  than  thirty  days  prior  to  the  first  day  of  March 
of  the  year  in  which  its  return  would  be  filed  if  made 
upon  the  basis  of  the  calendar  year; 

(b)  Bvery  corporation.  Joint-stock  company  or  asso-  Filing  of 
elation,  or  Insurance  company,  subject  to  the  tax  herein  Returns 
imposed,  shall,  on  or  before  the  first  day  of  March, 
nineteen  hundred  and  seventeen,  and  the  first  day  of 
March  in  each  year  thereafter,  or,  if  it  has  designated  a 
fiscal  year  for  the  computation  of  its  tax,  then  within 
sixty  days  after  the  close  of  such  fiscal  year  ending 
prior  to  December  thirty-first,  nineteen  hundred  and 
sixteen,  and  the  close  of  each  such  fiscal  year  there- 
after, render  a  true  and  accurate  return  of  its  annual 
net  income  in  the  manner  and  form  to  be  prescribed  by 
the  Commissioner  of  Internal  Revenue,  with  the  ap- 
proval of  the  Secretary  of  the  Treasury,  and  containing 
such  facts,  data,  and  information  as  are  appropriate 
and  in  the  opinion  of  the  commissioner  necessary  to 
determine  the  correctness  of  the  net  Income  returned 
and  to  carry  out  the  provisions  of  this  title.  The 
return  shall  be  sworn  to  by  the  president,  vice  presi- 
dent, or  other  principal  officer,  and  by  the  treasurer  or 
assistant  treasurer.  The  return  shall  be  made  to  the  Time  and 
collector  of  the  district  in  which  is  located  the  principal  Place  of 
office  of  the  corporation,  company,  or  association,  where  Filing 
are  kept  its  books  of  account  and  other  data  from  which 
the  return  is  prepared,  or  in  the  case  of  a  foreign  cor- 
poration, company,  or  association,  to  the  collector  of 
the  district  in  which  Is  located  its  principal  place  of 
business  in  the  United  States,  or  if  it  have  no  principal 
place  of  business,  office,  or  agency  in  the  United  States, 
then  to  the  collector  of  Internal  revenue  at  Baltimore, 
Maryland.  All  such  returns  shall  as  received  be  trans- 
mitted forthwith  by  the  collector  to  the  Commissioner 
of  Internal  Revenue; 

(o)  In    cases    wherein    receivers,    trustees    in    bank- Returns  by 
ruptcy,  or  assignees  are  operating  the  property  or  busl-     Receivers, 
ness  of  corporations.  Joint-stock  companies  or  assoda-     Trustees  and 
tlons,  or  insurance  companies,  subject  to  tax  imposed  by     Assignees 
this  title,  such  receivers,   trustees,  or  assignees  shall 
make  returns  of  net  income  as  and  for  such  corpora- 
tions. Joint-stock  companies  or  associations,  and  insur- 
ance companies,  in  the  same  manner  and  form  as  such 
organizations  are  hereinbefore  required  to  make  returns, 
and  any  Income  tax  due  on  the  basis  of  such  returns 
made  by  receivers,  trustees,  or  assignees  shall  be  as- 
sessed and  collected  in  the  same  manner  as  if  assessed 
directly  against  the  organisations  of  whose  businesses 
or  properties  they  have  custody  and  control; 

(d)  A  corporation.  Joint-stock  company  or  association.  Returns  on 
or  insurance  company,  keeping  account  upon  any  basis     Basis  of 
other  than  that  of  actual  receipts  and  disbursements.     Accounts 
unless   such   other  ^  basis   does   not   clearly   reflect   its 
income,  may,  subject  to  regulations  made  by  the  Com- 
missioner of  Internal   Revenue,   with   the  approval  of 
the  Secretary  of  the  Treasury,  make  its  return  upon 
the  basis  upon  which  its  accounts  are  kept,  in  which 
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case  the  tax  shall  be  computed  upon  its  income  as  so 
returned; 

Withholding  (e)  All  the  provisions  of  this  Utle  relating  to  the 

Returns  tax  authorised  and  required  to  be  deducted  and  with- 

held and  paid  to  the  officer  of  the  United  States  Govern- 
ment authorized  to  receive  the  same  from  the  income 
of  nonresident  alien  individuals  from  sources  within  the 
United  Stetes  shall  be  made  applicable  to  incomes  de- 
rived from  interest  upon  bonds  and  mortgages  or  deeds 
of  trust  or  similar  obligations  of  domestic  or  other 
resident  corporations,  joint-stock  companies  or  associa- 
tions, and  insurance  companies  by  nonresident  alien 
firms,  copartnerships,  companies,  corporations,  joint- 
stock  companies  or  associations.  Bud  insurance  com- 
panies not  engaged  in  business  or  trade  within  the 
United  States  and  not  having  any  office  or  place  of 
business  therein;  (For  the  form  of  this  subdivision  as 
amended  by  the  Revenue  AOt  of  1917  see  section  1208 
of  that  act) 

Dividends  (f)  Likewise,  all  the  provisions  of  this  Utle  relating 

to  the  tax  authorized  and  required  to  be  deducted  and 
withheld  and  paid  to  the  officer  of  the  United  States 
Qovemment  authorized  to  receive  the  same  from  the 
income  of  nonresident  alien  individuals  from  sources 
within  the  United  SUtes  shall  be  made  applicable  to 
income  derived  from  dividends  upon  the  capital  stock  or 
from  the  net  earnings  of  domestic  or  other  resident  cor- 
porations, joint-stock  companies  or  associations,  and 
insurance  companies  by  nonresident  alien  companies, 
corporations,  joint-stock  companies  or  associations,  and 
insurance  companies  not  engaged  in  business  or  trade 
within  the  United  States  and  not  having  any  office  or 
place  of  business  therein. 


it  and   Administration. 


Notification  of 
Amount  of 
Tax 


Fiscal  Tear- 
Payment  of 
Tax 


No  Return 
Filed  and 
False  Return 


SECTION  14.  (a)  All  assessments  shall  be  made  and 
the  several  corporations,  joint-stock  companies  or  asso- 
ciations, and  insurance  companies  shall  be  notified  of 
the  amount  for  which  they  are  respectively  liable  on  or 
before  the  first  day  of  June  of  each  successive  year,  and 
said  assessment  shall  be  paid  on  or  before  the  fifteenth 
day  of  June:  Provided,  That  every  corporation,  joint- 
stock  company  or  association,  and  insurance  company, 
computing  taxes  upon  the  income  of  the  fiscal  year 
which  it  may  designate  In  the  manner  hereinbefore 
provided,  shall  pay  the  taxes  due  under  Its  assessment 
within  one  hundred  and  five  days  after  the  date  upon 
which  it  is  required  to  file  its  list  or  return  of  income 
for  assessment;  except  in  oases  of  refusal  or  neglect  to 
make  such  return,  and  In  cases  of  erroneous,  false,  or 
fraudulent  returns,  in  which  case  the  Commissioner  of 
Internal  Revenue  shall,  upon  the  discovery  thereof  at 
any  time  within  three  years  after  said  return  is  due, 
make  a  return  upon  information  obtained  as  provided 
for  in  this  title  or  by  existing  law;  and  the  assessment 
made  by  the  Commissioner  of  Internal  Revenue  thereon 
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■hall  be  iMdd  by  each  corporation,  joint-stook  company 
or  aaaodatlon,  or  insurance  company  immediately  upon 
notification  of  the  amount  of  such  assessment;  and  to 
any  sum  or  sums  due  and  unpaid  after  the  fifteenth  day 
of  June  in  any  year,  or  after  one  hundred  and  five  days 
from  the  date  on  which  the  return  of  income  is  required 
to  be  made  by  the  taxpayer,  and  after  ten  days'  notice 
and  demand  thereof  by   the  collector,  there   shall   be  Penalty  and 
added  the  sum  of  five  per  centum  on  the  amount  of     Interest 
tax  unpaid  and  interest  at  the  rate  of  one  per  centum 
per  month  upon  said  tax  from  the  time  the  same  be- 
comes due:  Provided,  That  upon  the  examination  of  any  \ 
return  of  income  made  pursuant  to  this  title,  the  Act 
of  Auffust  fifth,  nineteen  hundred  and  nine,  entitled, 
''An  Act  to  provide  revenue,  equalize  duties  and  en- 
courage the  industries  of  the  United  States,  and  for  , 
other  purposes,"  and  the  Act  of  October  third,  nineteen 
hundred  and  thirteen,  entitled,  "An  Act  to  reduce  tariff 
duties  and  to  provide  revenue  for  the  Government,  and 
for  other  purposes,"  if  it  shall  appear  that  amounts  of 
tax  have  been  paid  in  excess  of  those  properly  due,  the 
taxpayer  shall  be  permitted  to  present  a  claim  for  re- Claim  for 
fund  thereof  notwithstanding  the  provisions  of  section     Refund 
thirty-two   hundred  and   twenty-eisht   of   the   Revised 
Statutes; 

(b)  When  the  assessment  shall  be  made,  as  provided  Returns   Public 
in  this  title,  the  returns  together  with  any  corrections     Records 
thereof  which  may  have  been  made  by  the  commis- 
sioner, shall  be  filed  in  the  office  of  the  Commissioner 

of  Internal  Revenue  and  shall  constitute  public  records 
and  be  open  to  inspeetion  as  such:  Provided,  That  any  inspection  of 
and  all  such  returns  shall  be  open  to  inspection  only  Returns 
upon  the  order  of  the  President,  under  rules  and  regula- 
tions to  be  prescribed  by  the  Secretary  of  the  Treasury 
and  approved  by  the  President:  Provided  further.  That 
the  proper  officers  of  any  State  imposiner  a  general 
income  tax  may,  upon  the  request  of  the  governor 
thereof,  have  access  to  said  returns  or. to  an  abstract 
thereof,  showing  the  name  and  income  of  each  such  cor- 
poration. Joint-stock  company  or  association,  or  insur- 
ance company,  at  such  times  and  in  such  manner  as  the 
Secretary  of  the  Treasury  may  prescribe; 

(c)  If  any  of  the  corporations,  joint-stock  companies  Penalty, 

or  associations,  or  insurance  companies  aforesaid  shall  Failure  to 

refuse  or  neglect  to  make  a  return  at  the  time  or  times  Make 

hereinbefore  specified  in  each  year,  or  shall  render  a  Return — 

false  or  fraudulent  return,  such  corporation,  joint-stock  False  or 

company  or  association,  or  insurance  company  shall  be  Fraudulent 

liable  to  a  penalty  of  not  exceeding  $10,000:  Provided,  Return 
That  the  Commissioner  of  Internal  Revenue  shall  have  [*'  ■ 

authority,  in  the  case  of  either  corporations  or  individu-  ESxtension  of 

als,  to  grant  a  reasonable  extension  of  time  in  meritori-  Time  of 

ous  cases,  as  he  may  deem  proper.  Filing 

(d)  That  section  thirty-two  hundred  and  twenty-five 
of  the  Revised  Statutes  of  the  United  States  be,  and  the 
same  is  hereby,  amended  so  as  to  read  as  follows: 

"Section   3225.   When   a  second  assessment  is   made  Second 
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Assessments  In  case  of  any  list,  statement,  or  return,  which  in  the 
opinion  of  the  collector  or  deputy  collector  was  fals« 
or  fraudulent,  or  contained  any  understatement  or 
undervaluation,  no  tax  collected  under  such  assessment 
shall  be  recovered  by  any  suit  unless  it  is  proved  that 
the  said  list,  statement,  or  return  was  not  false  nor 
fraudulent  and  did  not  contain  any  understatement  or 
undervaluation;  but  this  section  shall  not  apply  to 
statements  or  returns  made  or  to  be  made  in  good  faith 
under  the  laws  of  the  United  States  regarding  annual 
depreciation  of  oil  or  gas  wells  and  mines.** 


Part  m. — General  AdmlnlstratiTe   TrorljAcauL 


State,   United 
States- 
Defined 


Divulging 
of  Informa- 
tion 


Penalty 


Canvass  of 
DistrloU 


SECTION  15.  That  the  word  "State"  or  "United 
States"  when  used  In  this  title  shall  be  construed  to 
include  any  Territory,  the  District  of  Columbia,  Porto 
Rico,  and  the  Philippine  Islands,  when  such  construction 
is  necessary  to  carry  out  its  provisions. 

SECTION  16.  That  sections  thirty-one  hundred  and 
sixty-seven,  thirty-one  hundred  and  seventy-two,  thirty- 
one  hundred  and  seventy-three  and  thirty-one  hundred 
and  se'-enty-six  of  the  Revised  Statutes  of  the  United 
States  as  amended  are  hereby  amended  so  as  to  read  as 
follows: 

"Section  8167.  It  shall  be  unlawful  for  any  col- 
lector, deputy  collector,  agent,  clerk,  or  other  oflloer  or 
employee  of  the  United  States  to  divulge  or  to  make 
known  in  any  manner  whatever  not  provided  by  law 
to  any  person  the  operations,  style  of  work,  or  appara* 
tus  of  any  manufacturer  or  producer  visited  by  him  In 
the  discharge  of  his  official  duties,  or  the  amount  or 
source  of  income,  profits,  losses,  expenditures,  or  any 
particular  thereof,  set  forth  or  disclosed  In  any  income 
return,  or  to  permit  any  income  return  or  copy  thereof 
or  any  book  containing  any  abstract  or  particulars 
thereof  to  be  seen  or  examined  by  any  person  except 
as  provided  by  law;  and  it  shall  be  unlawful  for  any 
person  to  print  or  publish  in  any  manner  whatever  not 
provided  by  law  any  income  return  or  any  part  thereof 
or  source  of  income,  profits,  losses,  or  expenditures 
appearing  in  any  income  return;  and  any  offense  against 
the  foregoing  provision  shall  be  a  misdemeanor  and  be 
punished  by  a  fine  not  exceeding  |1,000  or  by  imprison- 
ment not  exceeding  one  year,  or  both,  at  the  disoretioa 
of  the  court;  and  if  the  offender  be  an  officer  or  employee 
of  the  United  States  he  shall  be  dismissed  from  office 
or  discharged  from  emplojrment. 

"Section  3172.  Every  collector  shall,  from  time  to 
time,  cause  his  deputies  to  proceed  through  every  part 
of  his  district  and  inquire  after  and  concerning  all 
persons  therein  who  are  liable  to  pay  any  internal- 
revenue  tax,  and  all  persons  owning  or  having  the  care 
and  management  of  any  objects  liable  to  pay  any  tax, 
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and   to  make   a  list  of  such  persons   and   enumerate 
said  objects. 

"Section  S17S.  It  shall  be  the  duty  of  any  person,  Time  of 
partnership,    firm,    association,    or    corporation,    made     Filing  of 
liable  to  any  duty,  special  tax,  or  other  tax  imposed  by     Returns 
law,  when  not  otherwise  provided  for,  <1)  in  case  of  a 
special  tax,  on  or  before  the  thirty-first  day  of  July 
In  each  year,  (2)  in  case  of  Income  tax  on  or  before 
the  first  day  of  March  In  each  year,  or  on  or  before  the 
last  day  of  the  sixty-day  period   next  following  the 
closing  date  of  the  fiscal  year  for  which  It  makes  a 
return  of  Its  Income,  and  (S)  In  other  cases  before  the 
day  on  which  the  taxes  accrue,  to  make  a  list  or  return,  Ck>ntentfl  of 
verified  by  oath,  to  the  collector  or  a  deputy  collector     Returns 
of  the  district  where  located,  of  the  articles  or  objects, 
including  the  amount  of  annual  Income  charged  with  a 
duty  or  tax,  the  quantity  of  goods,  wares,  and  merchan- 
dise, made  or  sold  and  charged  with  a  tax,  the  several  rates 
and  aggregate  amount,  according  to  the  forms  and  regu- 
lations to  be  prescribed  by  the  Commissioner  of  Internal 
Revenue,  with   the  approval  of  the  Secretary  of  the 
Treasury,    for   which    such    person,    partnership,    firm, 
association,  or  corporation  is  liable:  Provided,  That  If 
any  person  liable  to  pay  any  duty  or  tax,  or  owning, 
I>ossesslng,  or  having  the  care  or  management  of  prop- 
erty, goods,  wares,  and  merchandise,  article  or  objects 
liable  to  pay  any  duty,  tax,  or  license,  shall  fail  to  make  Failure  to 
and  exhibit  a  list  or  return  required  by  law,  but  shall     Make 
consent  to  disclose  the  particulars  of  any  and  all  the     Return — 
property,  goods,  wares,  and  merchandise,  articles,  and     Voluntary 
objects  liable  to  pay  any  duty  or  tax,  or  cmy  business     Disclosure 
or  occupation  liable  to  pay  any  tax  as  aforesaid,  then, 
and  In  that  case.  It  shall  be  the  duty  of  the  collector 
or  deputy  collector  to  make  such  list  or  return,  which, 
being   distinctly   read,    consented    to,    and    signed    and 
verified  by  oath  by  the  person  so  owning,  possessing,  or 
having  the  care  and  management  as  aforesaid,  may  be 
received  as  the  list  of  such  person:  Provided  further. 
That  in  case  no  annual  list  or  return  has  been  rendered 
by  such  person  to  the  collector  or  deputy  collector  as 
required  by  law,  and  the  person  shall  be  absent  from  his 
or  her  residence  or  place  of  business  at  the  time  the 
collector  or  a  deputy  collector  shall  call  for  the  annual  • 

list  or  return,  it  shall  be  the  duty  of  such  collector  or 
deputy  collector  to  leave  at  such  place  of  residence  or 
business,  with  some  one  of  suitable  age  and  discretion, 
if  such  be  present,  otherwise  to  deposit  in  the  nearest 
post  office,  a  note  or  memorandum  addressed  to  such 
person,  requiring  him  or  her  to  render  to  such  collector 
or  deputy  collector  the  list  or  return  required  by  law 
within  ten  days  from  the  date  of  such  note  or  memo- 
randum, verified  by  oath.    And  if  any  person,  on  being  Refusal  to 
notified  or  required  as  aforesaid,  shall  refuse  or  neglect     Make 
to  render  such  list  or  return  within  the  time  required     Return 
as  aforesaid,  or  whenever  any  person  who  is  required  to 
deliver  a  monthly  or  other  return  of  objects  subject 
to  tax  falls  to  do  so  at  the  time  required,  or  delivers  any 
return  which.  In  the  opinion  of  the  collector,  is  errone- 
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False  or  ous,  false,  or  fraudulent,  or  contains  any  underralua* 

Fraudulent     tlon  or  understatement,  or  refuses  to  allow  any  regu- 
Retum  larly    authorized   Qovemment   officer    to    examine    the 

books  of  such  person,  firm,  or  corporation,  it  shall  be 
lawful  for  the  collector  to  summon  such  person,  or  any 
other  person  havin«r  possession,  custody,  or  care  of 
books  of  account  containing  entries  relating  to  the 
business  of  such  person,  or  any  other  person  he  may 
deem  proper,  to  appear  before  him  and  produce  such 
books  at  a  time  and  place  named  in  the  summons,  and 
to  give  testimony  or  answer  interrogatories,  under  oath, 
respecting  any  objects  or  income  liable  to  tax  or  the 
returns  thereof.  The  collector  may  summon  any  person 
residing  or  found  within  the  State  or  Territory  In 
which  his  district  lies;  and  when  the  person  intended  to 
be  summoned  does  not  reside  and  can  not  be  found 
Authority  of  within  such  State  or  Territory,  he  may  enter  any  col- 
Collector  lection  district  where  such  person  may  be  found  and 
there  make  the  examination  herein  authorized.  And  to 
this  end  he  may  there  exercise  all  the  authority  which 
he  might  lawfully  exercise  in  the  district  for  which 
he  was  commissioned:  Provided,  That  'person,'  as  used 
in  this  section,  shall  be  construed  to  Include  any  cor- 
^  poration.  Joint-stock  company  or  association,  or  insur- 

ance company  when  such  construction  is  necessary  to 
carry  out  its  provisions. 
"Section  8176.  If  any  person,  cori>oratlon,  company. 
Returner  association  falls  to  make  and  file  a  return  or  list  at 
the  time  pre/scrlbed  by  law,  or  makes,  willfully  or  other- 
wise, a  false  or  fraudulent  return  or  list,  the  collector 
or  deputy  collector  shall  make  the  return  or  list  from 
his  own  knowledge  and  from  such  information  as  he 
can  obtain  through  testimony  or  otherwise.  Any  return 
or  list  so  made  and  subscribed  by  a  collector  or  deputy 
collector  shall  be  prima  facie  good  and  sufficient  for  all 
legal  purposes. 

"If  the  failure  to  file  a  return  or  list  is  due  to  sick- 
ness or  absence  the  collector  may  allow  such  further 
time,  not  exceeding  thirty, days,  for  making  and  filing 
the  return  or  list  as  he  deems  proper. 

"The  Commissioner  of  Internal  Revenue  shall  assess 
all  taxes,  other  than  stamp  taxes,  as  to  which  returns 
or  lists  are  so  made  by  a  collector  or  deputy  collector. 
In  case  of  any  failure  to  make  and  file  a  return  or  list 
within  the  time  prescribed  by  law  or  by  the  collector, 
the  Commissioner  of  Internal  Revenue  shall  add  to  the 
tax  fifty  per  centum  of  Its  amount  except  that,  when  a 
return  Is  voluntarily  and  without  notice  from  the  col- 
lector filed  after  such  time  and  it  is  shown  that  the 
failure  to  file  it  was  due  to  a  reasonable  cause  and 
not  to  willful  neglect,  no  such  addition  shall  be  made 
to  the  tax.  ■  In  case  a  false  or  fraudulent  return  or  list 
is  willfully  made,  the  Commissioner  of  Internal  Revenue 
shall  add  to  the  tax  one  hundred  per  centum  of  its 
amount 
Collection  of  "The  amount  so  added  to  any  tax  shall  be  collected  at 

Penalties         the' same  time  and  in  the  same  manner  and  as  part  of 
the  tax  unless  the  tax  has  been  paid  before  the  dlsoov- 
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«iT  of  the  neglect,  falsity,  or  fraud,  in  which  case  the 
amount  so  added  shall  be  collected  in  the  same  manner 
as  the  tax." 

SECTION  17.  That  it  shall  be  the  duty  of  every  ool-  BeoeipU  for 
lector  of  internal  revenue,  to  Whom  any  payment  of  any     Taxes 
taxes  is  made  under  the  provisions  of  this  title,  to  ^ve 
to  the  person  making  such  payment  a  full  written  or 
printed  receipt,   expressinff  the  amount  paid  and  the 
particular  account  for  which  such  payment  was  made; 
and  whenever   such   payment   is   made   such   collector 
shall,  if  required,  give  a  separate  receipt  for  each  tax 
paid  by  any  debtor,  on  account  of  payments  made  to  or 
to  be  made  by  him  to  separate  creditors  in  such  form 
that  such  debtor  can  conveniently  produce  the  same  sep-  Debtor 
arately  to  his  several  creditors  in  satisfaction  of  their     Paying  for 
respective  demands  to  the  amounts  specified  in  such     Creditor 
receipts;  and  such  receipts  shall  be  sufficient  evidence 
in  favor  of  such  debtor  to  justify  him  in  withholding  the 
amount  therein  expressed  from   his  next  payment  to 
his  creditor;  but  such  creditor  may,  upon  giving  to  his 
debtor  a  full  written  receipt,  acknowledging  the  pay- 
ment to  him  of  whatever  sum  may  be  actually  paid,  and 
accepting  the  amount  of  tax  paid  as  aforesaid  (specify- 
ing the  same)  as  a  further  satisfaction  of  the  debt  to 
that  amount,  require   the  surrender   to   him  of  such 
collector's  receipt. 

SECTION  18.  That  if  any  individual  liable  to  make  Penalty  and 
the  return  or  pay  the  tax  aforesaid  shall  refuse  or     Fine 
neglect  to  make  such  return  at  the  time  or  times  here- 
inbefore specified  in  each  year,  he  shall  be  liable  to  a 
penalty  of  not  less  than  |20  nor  more  than  $1,000.    Any 
individual  or  any  oliicer  of  any  corporation,  joint-stock 
company  or  association,  or  insurance  company  required 
by  law  to  make,  render,  sign,  or  verify  any  return  who 
makes   any   false   or   fraudulent   return   or   statement 
with  intent  to  defeat  or  evade  the  assessment  required 
by  this  title  to  be  made  shall  be  guilty  of  a  misde- 
meanor, and  shall  be  fined  not  exceeding  $2,000  or  be 
imprisoned  not  exceeding  one  year,   or  both,   in   the 
discretion  of  the  court,  with  the  costs  of  prosecution: 
Provided,  That  where  any  tax  heretofore  due  and  pay-  Tax  Paid 
able  has  been  duly  paid  by  the  taxpayer,  it  shall  not     and  Not 
be  re-collected  from  any  person  or  corporation  required     Withheld 
to  retain   it  at  its  source,   nor  shall  any  penalty  be 
imposed  or  collected  in  such  cases  from  the  taxpayer, 
or  such  person  or  corporation  whose  duty  it  was  to 
retain  It,  for  failure  to  return  or  pay  the  same,  unless 
such  failure  was  fraudulent  and  for  the  purpose  of 
evading  payment;    (For  the  form  of  this  section  as 
amended  by  the  Revenue  Act  of  1917  see  section  1209 
of  that  act) 

SECTION  19.  That  the  collector  or  deputy  collector  Verification  of 
shall  require  ^very  return  to  be  verified  by  the  oath     Returns 
of  the  party  rendering  it.     If  the  collector  or  deputy 
collector  have  reason  to  believe  that  the  amount  of  any 
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Inooma    ratiimed    is    understaUd,    ha    shall    girm    du« 
Under-  notice  to  the  person  making  the  return  to  show  cause 

statement  in  why  the  amount  of  the  return  should  not  be  increased. 
Return  and  upon  proof  of  the  amount  understated  may  increase 

the  same  aocordln«rly.  Such  person  may  furnish  sworn 
testimony  to  prove  any  relevant  facts,  and,  if  dissatis- 
fied with  the  decision  of  the  collector,  may  appeal  to  the 
Commissioner  of  Internal  Revenue  for  his  decision  under 
such  rules  of  procedure  as  may  be  prescribed  by  resu- 
latlon. 

Jurisdiction   of     SEX:TI0N  20.  That  jurisdiction  is  hereby  conferred 

United  Statesupon  the  district  courts  of  the  United  States  for  the 

Courts  district  within  which  any  person  summoned  under  this 

title  to  appear  to  testify  or  to  produce  books  shall 

reside,  to  compel  such  attendance,  production  of  books, 

and  testimony  by  appropriate  process. 

Publication  of  SECTION  21.  That  the  preparation  and  publication  of 
Statistics  statistics  reasonably  available  with  respect  to  the  operas 
tion  of  the  income  tax  law  and  oontaininff  classifications 
of  taxpayers  and  of  Income,  the  amounts  allowed  as 
deductions  and  exemptions,  and  any  other  facts  deemed 
pertinent  and  valuable,  shall  be  made  annually  by  the 
Commissioner  of  Internal  Revenue  with  the  approval 
of  the  Secretary  of  the  Treasury. 

E2xtension  of  SECTION  22.  That  all  administrative,  special,  aad 
Bxistinff  general  provisions  of  law,  including  the  laws  in  relation 

Laws  to  the  assessment,  remission,  collection,  and  refund  of 

internal-revenue  taxes  not  heretofore  spedfloally  re- 
pealed and  not  inconsistent  with  the  provisions  of  this 
title,  are  hereby  extended  and  made  applicable  to  all 
the  provisions  of  this  title  aad  to  the  tax  herein 
imposed. 

Porto  Rico  SECTION  23.  That  the  provisions  of  this  UtU  shall 

and  extend  to  Porto  Rico  and  the  Philippine  Islands:  Pro- 

Philippine       vided.  That  the  administration  of  the  law  aad  tho  ool- 
Islands  lection   of  the  taxes  imposed  in   Porto  Rioo  aad  the 

Philippine  Islands  shall  be  by  the  appropriate  internal- 
revenue  officers  of  those  governments,  and  all  revenues 
collected  in  Porto  Rico  and  the  Philippine  Islands  there- 
under shall  accrue  intact  to  the  general  Governments 
thereof,  respectively:  Provided  further.  That  the  juris- 
diction in  this  title  conferred  upon  the  district  courts 
of  the  United  States  shall,  so  far  as  the  Philippine 
Islands  are  concerned,  be  vested  in  the  courts  of  the 
first  instance  of  said  islands:  And  provided  further. 
That  nothing  in  this  title  shall  be  held  to  exclude  from 
the  computation  of  the  net  income  the  compensation  paid 
any  official  by  the  governments  of  the  District  of  Colum- 
bia, Porto  Rico,  and  the  Philippine  Islands,  or  the 
political  subdivisions  thereof. 

Act  of  October  SECTION  24.  That  Section  U  of  the  Act  approved 
8,  1918 —  October  third,  nineteen  hundred  and  thirteen,  entitled 
Repeal  "An  Act  to  reduce  tariff  duties  and  to  provide  revenue 

Provisions       for  the  Oovemment,  and  for  other  purposes,"  Is  hereby 
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repealed,  except  ae  herein  otherwise  provided,  and  ex- 
cept that  it  shall  remain  In  force  for  the  assessment 
and  collection  of  all  taxes  which  have  accrued  there- 
under, and  for  the  imposition  and  collection  of  all 
penalties  or  forfeitures  which  have  accrued  or  may 
accrue  in  relation  to  any  of  such  taxes,  and  except  that 
the  unexpended  balance  of  any  appropriation  heretofore 
made  and  now  available  for  the  administration  of  such 
section  or  any  provision  thereof  shall  be  available  for 
the  administration  of  this  title  or  the  corresponding 
provision  thereof. 

SECTION  25.  That  income  on  which  has  been  assessed 
the  tax  imposed  by  Section  II  of  the  Act  entitled  "An 
Act  to  reduce  tariff  duties  and  to  provide  revenue  for 
the  €k>vemment,  and  for  other  purposes,"  approved 
October  third,  nineteen  hundred  and  thirteen,  shall  not 
be  considered  as  income  within  the  meaning  of  this 
title:  Provided,  That  this  section  shall  not  conflict  with 
that  portion  of  section  ten,  of  this  title,  under  which  a 
taxpayer  has  fixed  its  own  fiscal  year. 

SECTION  26.  Every  corporation,  joint-stock  company  Returns  of 
or  association,  or  insurance  company  subject  to  the  tax     Payments  of 
herein  imposed,  when  required  by  the  Commissioner  of     Dividends 
Internal  Revenue,  shall  render  a  correct  return,  duly 
verified    under    oath,    of    its    payments    of    dividends, 
whether  made  in  cash  or  its  equivalent  or  in   stock, 
including  the  names  and  addresses  of  stockholders  and 
the  number  of  shares  owned  by  each,  in  such  form  and 
manner  as  may  be  prescribed  by  the  Commissioner  of 
Internal  Revenue,  with  the  approval  of  the  Secretary 
of  the  Treasury.     (Added  by  section  402  of  the  Act  of 
March  8,  1917.    For  the  form  of  this  section  as  amended 
by  the  Revenue  Act  of  1917  see  section  1210  of  that 
act.) 

(For  additional  sections  27,  28,  29,  80,  81  and  82, 
added  by  the  Revenue  Act  of  1917,  see  section  1211  of 
that  act) 


SECTION  900.  That  if  any  clause,  sentence,  para- Validating 
graph,  or  part  of  this  Act  shall  for  any  reason  be  Provisions 
adjudged  by  any  court  of  competent  jurisdiction  to  be 
invalid,  such  Judgment  shall  not  affect,  impair,  or 
invalidate  the  remainder  of  said  Act,  but  shall  be  con- 
fined in  its  operation  to  the  clause,  sentence,  paragraph, 
or  part  thereof  directly  involved  in  the  controversy  in 
which  such  judgment  shall  have  been  rendered. 

SECmON  902.  That  unless  otherwise  herein  specially  Effective 
provided,  this  Act  shall  take  effect  on  the  day  following     I>ate 
its  passage,  and  all  provisions  of  any  Act  or  Acts  in- 
consistent with  the  provisions  of  this  Act  are  hereby 
repealed. 

Approved,  September  8,  1916. 
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APPENDIX  D 

Revenue  Act  of  1913 

Income  Tax  Provisions 

[Public — No.   16 — 63rd  Congress.] 
[H.  R.  8321.] 

An  Act  to  reduce  tarUI  duties  and  to  provide  revenue 
for  the  Government,  and  for  other  purposes. 

Be  it  enacted  by  the  Senate  and  House  of  Represent' 
atives  of  the  United  States  of  America  in  Congress 
assembled. 


A.  Subdivision  1.  That  there  shall  be  levied,  assessed.  Normal  Tax, 
collected  and  paid  annually  upon  the  entire  net  Income  How  Lievled 
arising  or  accruing  from  all  sources  in  the  preceeding 
calendar  year  to  every  citizen  of  the  United 
States,  whether  residingr  at  home  or  abroad,  and  to 
every  person  residing  in  the  United  States,  though  not  a 
citizen  thereof,  a  tax  of  1  per  centum  per  annum  upon 
such  income,  except  as  hereinafter  provided;  and  a  like 
tax  shall  be  assessed,  levied,  collected,  and  paid  annually 
upon  the  entire  net  income  from  all  property  owned 
and  of  every  business,  trade,  or  profession  carried  on  in 
the  United  States  by  persons  residing  elsewhere. 

Subdivision  2.  In  addition  to  the  income  tax  provided  Additional  Tax 
imder  this  section   (herein  referred   to  as  the  normal     on  Net 
income  tax)   there  shall  be  levied,  assessed,  and  col-     Incomes  in 
lected  upon  the  net  income  of  every  individual  an  addi-     Excess  of 
tional  income  tax  (herein  referred  to  as  the  additional     |20,000. 
tax)  of  1  per  centum  per  annum  upon  the  amoimt  by 
which  the  total  net  income  exceeds  $20,000  and  does 
not  exceed  $50,000,  and  2  per  centum  per  annum  upon 
the   amount   by   which   the   total   net   income   exceeds 
$50,000  and  does  not  exceed  $75,000,  Sper  centum  per 
annum  upon  the  amount  by  which  the  total  net  income 
exceeds   $76,000   and   does  not   exceed    $100,000,    4    per 
centum  per  annuna  upon  the  amount  .by  which  the  total 
net    income    exceeds    $100,000    and    does    not    exceed 
$260,000,  6  per  centum  per  annum  upon  the  amount  by 
which  the  total  net  income  exceeds  $250,000  and  does 
not  exceed  $600,000,  and  6  per  centum  per  annum  upon 
the   amount   by   which    the   total    net   income   exceeds 
$600,000.    All  the  provisions  of  this  section  relating  to 
individuals  who  are  chargeable  with  the  normal  income 
tax,  so  far  as  they  are  applicable  and  are  not  incon- 


APPBNDIX  PAGE  121 


Digitized  by  VjOOQIC 


BBYBNUB    ACT    OT    1918 


Personal 
Return  of 
Net  Income 
to  Be  Made 
Annually. 

Reffulationv 

Interest  in 
Gains  and 
Profits  of 
Corporations 
to  Be 
Included. 

Holding 
Companies 


AocumulatiniT 
Gains  and 
Profits 
Beyond 
Needs,  How 
Regarded 


Statement 
of  Profits 


sistent  with  this  subdivision  of  paragraph  A,  shall 
apply  to  the  levy,  assessment,  and  collection  of  the 
additional  tax  imposed  under  this  section.  Bvery  person 
subject  to  this  additional  tax  shall,  for  the  purpose  of 
its  assessment  and  collection,  make  a  personal  return 
of  his  total  net  income  from  a^  sources,  corporate  or 
otherwise,  for  the  preceding  calendar  year,  under  rules 
and  regulations  to  be  prescribed  by  the  Commissioner 
of  Internal  Revenue  and  approved  by  the  Secretary  of 
the  Treasury.  For  the  purpose  of  this  additional  tax 
the  taxable  income  of  any  individual  shall  embrace  the 
profits,  if  divided  or  distributed,  whether  divided  or 
distributed  or  not,  of  all  corporations,  joint-stock  oom- 
share  to  which  he  would  be  entitled  of  the  gains  and 
panies,  or  associations  however  created  or  organised, 
formed  or  fraudulently  availed  of  for  the  purpose  of 
preventing  the  imposition  of  such  tax  through  the 
medium  of  permitting  such  gains  and  profits  to  accu- 
mulate instead  of  being  divided  or  distributed;  and  the 
fact  that  any  such  corporation,  joint-stock  company,  or 
association,  is  a  mere  holdmg  company,  or  that  the 
gains  and  profits  are  permitted  to  accumulate  beyond 
the  reasonable  needs  of  the  business  shall  be  prima 
facie  evidence  of  a  fraudulent  purpose  to  escape  such 
tax;  but  the  fact  that  the  gains  and  profits  are  in  any 
case  permitted  to  accumulate  and  become  surplus  shall 
not  be  construed  as  evidence  of  a  purpose  to  escape  the 
said  tax  in  such  case  unless  the  Secretary  of  the  Treas* 
ury  shall  certify  that  in  his  opinion  such  aocumulation 
is  unreasonable  for  the  purposes  of  the  business.  When 
requested  by  the  Commissioner  of  Internal  Revenue,  or 
any  district  collector  of  internal  revenue,  such  corpora- 
tion, joint-stock  company,  or  association  shall  forward 
to  him  a  correct  statement  of  such  profits  and  the  names 
of  the  individuals  who  would  be  entitled  to  the  same 
if  distributed. 


Net  Inoome, 
Items 

Constituting 
Same. 


Definition 


Property 
Acquired  by 
Gift,   etc. 
Exempt 

Proceeds  of 
Life 

Insurance 
Exempt 


B.  That,  subject  only  to  such  exemptions  and  deduc- 
tions as  are  hereinafter  allowed,  the  net  income  of  a 
taxable  person  shall  include  gains,  profits,  and  income 
derived  from  salaries,  wages,  or  compensation  for  per- 
sonal service  of  whatever  kind  and  in  whatever  form 
paid,  or  from  professions,  vocations,  businesses,  trade, 
commerce,  or  sales,  or  dealings  in  property,  whether  real 
or  personal,  growing  out  of  the  ownership  or  use  of  or 
interest  in  real  or  personal  property,  also  from  interest, 
rent,  dividends,  securities,  or  the  transaction  of  any  law- 
ful business  carried  on  for  gain  or  profit,  or  gains  or 
profits  and  income  derived  from  any  source  whatever, 
including  the  income  from  but  not  the  value  of  prop- 
erty acquired  by  gift,  bequest,  devise!  or  descent:  Pro- 
vided, That  the  proceeds  of  life  insurance  policies  paid 
upon  the  death  of  the  person  insured  or  payments  made 
by  or  credited  to  the  insured,  on  life  insurance,  endow- 
ment, or  annuity  contracts,  upon  the  return  thereof  to 
the  insured  at  the  maturity  of  the  term  mentioned  in 
the  contract,  or  upon  surrender  of  contract,  shall  not  be 
included  as  income. 
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That  in  oompuUnff  net  Income  for  the  purpose  of  the  £>edaotion8 
normal  tax  there  shall  be  allowed  as  deductions:  First,     Allowed  In 
the  necessary  expenses  actually  paid  in  carrying  on  any     Computinir 
business,  not  including  personal,  livinff,  or  family  ex-     Net  Income 
penses;  second,  all  interest  paid  within  the  year  by  a     for  the 
taxable  person  on  indebtedness;  third,  all  national,  State,     Purpose  of 
OQunty,  school,  and  municipal  taxes  paid  within  the  year,     the  Normal 
not    including    those    assessed   against    local    benefits;     Tax 
fourth,  losses  actually  sustained  during  the  year,  in- 
curred in  trade  or  arising  from  fires,  storms,  or  ship- 
wreck, and  not  compensated  for  by  insurance  or  other- 
wise: fifth,  debts  due  to  the  taxpayer  actually  ascer- 
tained to  be  worthless  and  charged  off  within  the  year; 
sixth,  a  reasonable  allowance  for  the  exhaustion,  wear 
and  tear  of  property  arising  out  of  its  use  or  employ- 
ment in   the  business,  not  to  exceed,  in  the  case  of 
mines,  6  per  centum  of  Che  gross  value  at  the  mine  of 
the  output  for  the  year  for  which  the  computation  is 
made,  but  no  deduction  shall  be  made  for  any  amount  of 
expense  of  restoring  property  or  making  good  the  ex- 
haustion thereof  for  which  an  allowance  is  or  has  been 
made:  Provided,  That  no  deduction  shall  be  allowed  for 
any  amount  paid  out  for  new  buildings,  permanent  im- 
provements, or  betterments,  made  to  increase  the  value 
of  any  property  or  estate;  seventh,  the  amount  received 
as  dividends  upon  the  stock  or  from  the  net  earnings  of 
any   corporation.  Joint   stock  company,   association,   or 
Insurance  company  which  is  taxable  upon  Its  net  income 
as  hereinafter  provided;  eighth,  the  amount  of  Income, 
the  tax  upon  which  has  been  paid  or  withheld  for  pay- 
ment at  the  source  of  the  income,  under  the  provisions 
of  this  section,  provided  that  whenever  the  tax  upon 
the  income  of  a  person  is  required  to  be  withheld  and 
paid   at   the   source   as   hereinafter   required,   if   such 
annual  income  does  not  exceed  the  sum  of  $3,000  or  is 
not  fixed  or  certain,  or  is  indefinite,  or  Irregular  as  to 
amount  or  time  of  accrual,  the  same  shall  not  be  de- 
ducted in  the  personal  return  of  such  person.  Net  Income  of 

Nonresi- 
dents  from 
Property 
Owned  in 
United 
SUtes 
'  Persons 
Residing 
Abroad. 

That  in  computing  net  income  under  this  section  there  Interest  on 
shall  be  excluded  the  interest  upon  the  obligations  of  a     Obligations 
State  or  any  political  subdivision  thereof,  and  upon  the     of  State  or 
obligations  of  the  United  States  or  its  possessions;  also     of  United 
the    compensation    of    the    present    President    of    the     States   and 
United  States  during  the  term  for  which  he  has  been     Compensa- 
elected,  and  of  the  judges  of  the  supreme  and  inferior     tion   of 
courts  of  the  United  States  now  in  ofiice,  and  the  com-     Certain  U. 
pensation  of  all  officers  and  employees  of  a  State  or     S.    Ofllcers 
any    political    subdivision    thereof   except    when    such     Bxempt 
compensation  is  paid  by  the  United  States  Government,    from  Tax 


The  net  income  from  property  owned  and  business 
carried  on  in  the  United  States  by  persons  residing 
elsewhere  shall  be  computed  upon  the  basis  prescribed 
in  this  paragraph  and  that  part  of  paragraph  O  of  this 
section  relating  to  the  computation  of  the  net  income  of 
corporations,  joint-stock  and  insurance  companies,  ^ 
organized,  created,  or  existing  under  the  laws  of  for- 
eign countries,  in  so  far  as  applicable. 
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Deduction  of  C.  That  there  shall  be  deducted  from  the  amount  of 

$3,000  the  net  income  of  each  of  said  persons,  ascertained  as 

Allowed  provided  herein,  the  sum  of  $3,000,  plus  $1,000  additional 

Bach  Single  if  the  person  making  the  return  be  a  married  man  with  a 

Person,  and  wife  livingr  with  him,  or  plus  the  sum  of  $1,000  add!- 

$1,000  tional  if  the  person  making  the  return  be  a  married 

Additional  woman  with  a  husband  living  with  her;  but  in  no  event 

for  Married  shall  this  additional  exemption  of  $1,000  be  deducted 

Man  and  by  both  a  husband  and  a  wife:  Provided,  That  only 

Wife  Living  one  deduction  of  $4,000  shall  be  made  from  the  aggre- 

Together  gate  income  of  both  husband  and  wife  when  living 
together. 


Period  for 
Which  Tax 
Is  to  Be 
Computed 


Return  to  Be 
Made  Under 
Oath  by 
Bach  Person 
Having  a 
Net  Income 
of  $8,000  or 
Over.   , 


Gross  Income 
from  All 
Sources   to 
Be  Specified 

Guardians, 
Trustees, 
etc,  to  Make 
Return  for 
Persons  for 
Whom  They 
Act 


Persons, 
Firms,  etc., 
Having 


D.  The  said  tax  shall  be  computed  upon  the  remainder 
of  said  net  income  of  each  person  subject  thereto,  ac- 
cruing during  each  preceding  calendar  year  ending  De- 
cember thirty-first:  Provided,  however.  That  for  the 
year  ending  December  thirty-first,  nineteen  hundred  and 
thirteen,  said  tax  shall  be  computed  on  the  net  income 
accruing  from  March  first  to  December  thirty-first, 
nineteen  hundred  and  thirteen,  both  dates  inclusive, 
after  deducting  five-sixths  only  of  the  specific  exemp- 
tions and  deductions  herein  provided  for.  On  or  before 
the  first  'day  of  March,  nineteen  hundred  and  fourteen, 
and  the  first  day  of  March  in  each  year  thereafter,  a 
true  and  accurate  return,  under  oath  or  affirmation,  shall 
be  made  by  each  person  of  lawful  age,  except  as  here- 
inafter provided,  subject  to  the  tax  Imposed  by  this 
section,  and  having  a  net  Income  of  $8,000  or  over  for 
the  taxable  year,  to  the  collector  of  internal  revenue 
for  the  district  in  which  such  person  resides  or  has 
his  principal  place  of  business,  or,  in  the  case  of  a 
person  residing  in  a  foreign  country,  in  the  place  where 
his  principal  business  is  carried  on  within  the  United 
States,  in  such  form  as  the  Commissioner  of-  Internal 
Revenue,  with  the  approval  of  the  Secretary  of  the 
Treasury,  shall  prescribe,  setting  forth  specifically  the 
gross  amount  of  Income  from,  all  separate  sources  and 
from  the  total  thereof,  deducting  the  aggregate  items 
or  expenses  and  allowance  herein  authorised;  guardians, 
trustees,  executors,  administrators,  agents,  receivers, 
conservators,  and  all  persons,  corporations,  or  associa- 
tions acting  in  any  fiduciary  capacity,  shall  make  and 
render  a  return  of  the  net  income  of  the  person  for 
whom  they  act,  subject  to  this  tax.  coming  into  their 
custody  or  control  and  management,  and  be  subject  to 
all  the  provisions  of  this  section  which  apply  to  indi- 
viduals: Provided,  That  a  return  made  by  one  of  two  or 
more  joint  guardians,  trustees,  executors,  administra- 
tors, agents,  receivers,  and  conservators,  or  other  per- 
sons acting  in  a  fiduciary  capacity,  filed  in  the  district 
where  such  person  resides,  or  in  the  district  where  the 
will  or  other  instrument  under  which  he  acts  is  recorded, 
under  such  regulations  as  the  Secretary  of  the  Treasury 
may  prescribe,  shall  be  a  sufficient  compliance  with  the 
requirement  of  this  paragraph;  and  also  all  persons, 
firms,  companies,  copartnerships,  corporations,  joint- 
stock  companies  or  associations,   and   insurance   oom- 
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paniea,    except    as   hereinafter   provided,    in    whatever     Control  of 
capacity  acting,  having  the  control,  receipt,  disposal,  or     Determinable 
payment  of  fixed  or  determinable  annual  or  periodical     Income 
gains,  profits,  and  income  of  another  person  subject  to     Payable  to 
tax,  shall  in  behalf  of  such  person  deduct  and  withhold     Others 
from  the  payment  an  amount  equivalent  to  the  normal 
income   tax   upon    the   same   and   make   and    render   a  Withholding 
return,  as  aforesaid,  but  separate  and  distinct,  of  the 
portion  of  the  income  of  each  person  from  which  the  Normal  Tax 
normal  tax  has  been  thus  withheld,  and  containing  also     to  Be 
the  name  and  address  of  such  person  or  stating  that  the     Deducted 
name  and  address  or  the  address,  as  the  case  may  be,     and  Return 
are  unknown:  Provided,  That  the  provision  requiring     Thereof 
the  normal  tax  of  individuals  to  be  withheld  at  the     Made 
source  of  the  income  shall  not  be  construed  to  require 
any  of  such  tax  to  be  withheld  prior  to  the  first  day 
of  November,  nineteen  hundred  and  thirteen:  Provided  No  Return 
further.  That  in  either  case  above  mentioned  no  return     Required 
of  income  not  exceeding  $8,000  shall  be  required:  Pro-     Unless 
vided  further.  That  any  persons  carrying  on  business  in      Income 
partnership  shall  be  liable  for  income  tax  only  in  their     Elxceeds 
individual  capacity,  and  the  share  of  the  profits  of  a      $8,000 
partnership   to   which    any    taxable   partner    would    be 
entitled  if  the  same  were  divided,  whether  divided  or  Interest  in 
otherwise,  shall  be  returned  for  taxation  and  the  tax     Partnership 
paid,    under   the   provisions   of   this    section,    and   any     Profits  to 
such   firm,    when    requested   by   the    Commiasioner  -of     Be  Included 
Internal  Revenue,  or  any  district  collector,  shall  for-     in  Return 
ward  to  him  a  correct  statement  of  such  profits  and  the 
names  of  the  individuals  who  would  be  entitled  to  the  Partnerships 
same,   if  distributed:   Provided   further,   That   persons     Must  "Submit 
liable  for  the  normal  income  tax  only,  on  their  own     Statements 
account  or  in  behalf  of  another,  shall  not  be  retiuired     When 
to  make  return  of  the  income  derived  from  dividends  on     Required 
the  capital  stock  or  from  the  net  earnings  of  corpora- 
tions, joint-stock  companies  or  associations,  and  insur- Dividends  on 
ance  companies  taxable  upon  their  net  income  as  here-     Stock,  When 
inafter  provided.     Any   person   for  whom   return   has     to  Be 
been  made  and  the  tax  paid,  or  to  be  paid  as  aforesaid.     Excluded 
shall  not  be  required  to  make  a  return   unless  such     from 
person  has  other  net  income,  but  only  one  deduction  of     Return 
18,000  shall  be  made  in  the  case  of  any  such  person.  Returns  to 
The  collector  or  deputy  collector  shaH   reauire  every     Be  Verified 
list  to  be  verified  by  the  oath  or  affirmation  of  the     by  Oath, 
party  rendering  it.    If  the  collector  or  deputy  collector     and  Amended 
have  reason  to  believe  that  the  amount  of  any  income     Returns  May 
returned  is  understated,  he  shall   give  due  notice   to     Be  Required 
the  person  making  the  return  to  show  cause  why  the     by  Collector 
amount  of  the  return  should  not  be  increased,  and  upon  Understate- 
proof  of  the  amount  understated  may  increase  the  same     ments  in 
accordingly.     If  dissatisfied  with   the   decision   of  the     Return 
collector,  such  person  may  submit  the  case,  with  all  Appeals  from 
the  papers,  to  th^  Commissioner  of  Internal  Revenue     Decision  of 
for  his  decision,  and  may  furnish  sworn  testimony  of     Collector 
witnesses  to  prove  any  relevant  facts. 

B.  That  all  assessments  shall  be  made  by  the  Com- Assessments, 
missioner  of  Internal  Revenue  and  all  persons  shall  be     Notice,  and 
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notified  of  the  amount  for  which  they  are  respectlyely 
liable  on  or  before  the  first  day  of  June  of  each  suc- 
cessive year,  and  said  assessments  shall  be  paid  on  or 
before  the  thirtieth  day  of  June,  except  in  cases  of 
refusal  or  neglect  to  make  such  return  and  in  cafies  of 
false  or  fraudulent  returns,  in  which  cases  the  Com* 
mlsslonerof  Internal  Revenue  shall,  upon  the  discovery 
thereof,  at  any  time  within  three  years  sfter  raid  return 
is  due,  make  a  return  upon  Information  obtained  as 
provided  for  in  this  section  or  by  existing  law,  and  the 
assessment  made  by  the  Commissioner  of  Internal 
Revenue  thereon  shall  be  pcdd  by  such  person  or  per- 
sons Immediately  upon  notification  of  the  amount  of 
such  assessment;  and  to  any  sum  or  sums  due  and 
unpaid  after  the  thirtieth  day  of  June  In  any  year,  and 
for  ten  days  after  notice  and  demand  thereof  by  the 
collector,  there  shall  be  added  the  sum  of  6  per  centum 
on  the  amount  of  tax  unpaid,  and  Interest  at  the  rate 
of  1  per  centum  per  month  upon  said  tax  from  the  time 
the  same  became  due,  except  from  the  estates  of  insane, 
deceased,  or  insolvent  persons. 

All  persons,  firms,  copartnerships,  companies,  corpora- 
tions, joint-stock  companies  or  associations,  and  insur- 
ance companies.  In  whatever  capacity  acting,  including 
lessees  or  mortgagors  of  real  or  personal  property, 
trustees  acting  in  any  trust  capacity,  executors,  admin- 
istrators, agents,  receivers,  conservators,  employers, 
and  all  officers  and  employees  of  the  United  States 
having  the  control,  receipt,  custody,  disposal,  or  pay- 
ment of  interest,  rent,  salaries,  wages,  premiums,  an- 
nuities, compensation,  remuneration,  emoluments,  or 
other  fixed  or  determinable  annual  gains,  profits,  and 
income  of  another  person,  exceeding  $3,000  for  any 
taxable  year,  other  than  dividends  on  capital  stock,  or 
from  the  net  earnings  of  corporations  and  joint-stock 
companies  or  associations  subject  to  like  tax,  who  are 
required  to  make  and  render  a  return  in  behalf  of 
another,  as  provided  herein,  to  the  collector  of  his,  her, 
or  its  district,  are  hereby  authorized  and  required  to 
deduct  and  withhold  from  such  annual  gains,  profits,  and 
income  such  sum  as  will  be  sufficient  to  pay  the  normal 
tax  imposed  thereon  by  this  section,  and  shall  pay  to 
the  officer  of  the  United  States  Government  authorised  . 
to  receive  the  same;  and  they  are  each  hereby  made 
personally  liable  for  such  tax.  In  all  cases  where  the 
income  tax  of  a  person  is  withheld  and  deducted  and 
paid  or  to  be  paid  at  the  source,  as  aforesaid,  such  per- 
son shall  not  receive  the  benefit  of  the  deduction  and 
exemption  allowed  in  paragraph  C  of  this  section  exoept 
by  an  application  for  refund  of  the  tax  unless  he  shall, 
not  less  than  thirty  days  prior  to  the  day  on  which  the 
return  of  his  Income  is  due,  file  with  the  person  who 
is  required  to  withhold  and  pay  tax  for  him,  a  signed 
notice  in  writing  claiming  the  benefit  of  such  exemption 
and  thereupon  no  tax  shall  be  withheld  upon  the  amount 
of  such  exemption:  Provided,  That  if  any  person  for  the 
purpose  of  obtaining  any  allowance  or  reduction  by 
virtue  of  a  claim  for  such  exemption,  either  for  himself 
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or  for  any  other  person,  knowingly  makes  any  false     Filing  False 
statement   or    false    or    fraudulent    representation,    he     Claim 
shall  be  liable  to  a  penalty  of  $300;  nor  shall  any  per- 
son   under    the    foregoing    conditions    be    allowed    the 
benefit  of  any  deduction  provided  for  in  subsection  B  Notice  Must 
of  this  section  unless  he  shall,   not  less  than   thirty     Be  Filed  in 
days    prior   to    the   day   on   which    the    return    of   his     Advance  for 
income  Is  due,  either  file  with  the  person  who  is  required     Claim  for 
to  withhold  and  pay  tax  for  him  a  true  and  correct     Deduction 
return  of  his  annual  gains,  profits,  and  Income   from     Under 
all  other  sources,  and  also  the  deductions  asked  for.     Paragraph  B 
and  the  showing  thus  made  shall  then  become  a  part 
of  the  return  to  be  made  In  his  behalf  by  the  person 
required  to  withhold  and  pay  the  tax,  or  likewise  make 
application  for  deductions  to  the  collector  of  the  dis- 
trict in  which  return  is  made  or  to  be  made  for  him: 
Provided  further.  That  If  such  person  is  a  minor  or  an  Returns  for 
Insane  person,  dr  is  absent  from  the  United  States,  or     Minors, 
is  unable  owing  to  serious  Illness  to  make  the  return     Insane 
and    application    above    provided    for,    the    return    and     Persons, 
application  may  be  made  for  him  or  her  by  the  person     etc.,  by 
required  to  withhold  and  pay  the  tax,  he  making  oath     Whom 
under  the  penalties  of  this  Act  that  he  has  suflEicient     Made 
knowledge  of  the  affairs  and  property  of  his  beneficiary 
to  enable  him  to  make  a  full  and  complete  return  for 
him  or  her,  and  that  the  return  and  application  made  Normal  Tax 
by  him  are  full  and  complete:  Provided  further,  That     to.  Be 
the  amount  of  the  normal  tax  hereinbefore  Imposed  shall     Deducted 
be  deducted  and  withheld  from  fixed  and  determinable     and 
annual  gains,  profits,  and  Income  derived  from  Interest     Withheld, 
upon  bonds  and  mortgages,  or  deeds  of  trust  or  other     at  Source  of 
similar    obligations    of    corporations,    joint-stock    com-     Income  from 
panies  or  associations,  and  insurance  companies,  wheth-     Bonds, 
er  payable  annually  or  at   shorter  or   longer   periods,     etc.,  of 
although  such  Interest  does  not  amount  to  $3,000.  sub-     Corporations 
ject  to  the  provisions  of  this  section  requiring  the  tax 
to  be  withheld  at  the  source  and  deducted  from  annual 
income  and  paid  to  the  Oovemment;  and  likewise  the  Dividends  on 
amount  of  such   tax   shall   be   deducted   and  withheld     Stocks,  or 
from  coupons,  checks,  or  bills  of  exchange  for  or  in     Interest  on 
payment  of  interest   upon  bonds   of  foreign   countries     Foreiern 
ind  upon  foreign  mortgages  or  liKe  obligations  (not  pay-     Bonds, 
able   in    the   United    States),    and   also    from    coupons.     Mortgages, 
checks,  or  bills  of  exchange  for  or  in  payment  of  any     etc. 
dividends  upon  the  stock  or  Interest  upon  the  obliga- 
tions of  foreign  corporations,  associations,  and  insur- 
ance companies  engaged  In  business   in  foreign  coun- 
tries; and  the  tax  in  each  case  shall  be  withheld  and 
deducted  for  and  in  behalf  of  any  person  subject  to  the 
tax  hereinbefore  imposed,  although  such  interest,  divi- 
dends, or  other  compensation  does  not  exceed   $3,000, 
by  any  banker  or  person  who  shall  sell  or  otherwise 
realize  coupons,  checks,  or  bills  of  exchange  drawn  or 
made  in  payment  of  any  such  Interest  or  dividends  (not 
payable  in  the  United  States),  and  any  person  who  shall 
obtain  payment  (not  In  the  United  States),  in  behalf  of 
another  of  such  dividends  and   interest  by  means  of 
coupons,   checks,   or   bills   of   exchange,   and   also   any 
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dealer  in  such  ooupona  who  ahall  purehmse  the  same  for 
any  such  dividends  or  Interest  (not  payable  in  the 
United  States),  otherwise  than  from  a  t>anker  or  another 
dealer  in  such  coupons;  but  In  eaoh  case  the  benefit 
of  the  exemption  and  the  deduction  allowable  under 
this  section  may  be  had  by  complying  with  the  fore- 
ffoins  provisions  of  this  paragraph. 

All  persons,  firms,  or  corporations  undertaking  ft*  it 
matter  of  business  or  for  profit  the  collection  of  foreign 
payments  of  such  interest  or  dividends  by  means  of 
coupons,  checks,  or  bills  of  exchange  shall  obtain  a 
license  from  the  Commissioner  of  Internal  Revenue, 
and  shall  be  subject  to  such  regulations  enabling  the 
Oovemment  to  ascertain  and  verify  the  due  withholdinir 
and  payment  of  the  income  tax  required  to  be  withheld 
and  paid  as  the  Commissioner  of  Internal  Revenue,  with 
the  approval  of  the  Secretary  of  the  Treasury,  snail 
prescribe;  and  any  person  who  shall  knowingly  under- 
take to  collect  such  payments  as  aforesaid  without  hav- 
ing obtained  a  license  therefor,  or  without  complying 
with  such  regulations,  shall  be  deemed  guilty  of  a  mis- 
demeanor and  for  each  offense  be  fined  in  a  sum  not 
exceeding  $5,000,  or  imprisoned  for  a  term  not  exceeding 
one  year,  or  both,  in  the  discretion  of  the  court. 
Liability  for  Nothing  in  this  section  shall  be  construed  to  release 
Tax   not  a  taxable  person  from  liability  for  income  tax,  nor  shall 

Affected  by  any  contract  entered  into  after  this  Act*  takes  effect  be 
Any  Contract  valid  in  regard  to  any  Federal  income  tax  imposed  upon 
Entered  a  person  liable  to  such  payment 

Into  after  The  tax  herein  imposed  upon  annual  gains,  profits. 

Passage  and  income  not  falling  under  the  foregoing  and  not  re- 

of  Act  turned  and  paid  by  virtue  of  the  foregoing  shall  be  as- 

Retums  sessed  by  personal  return  under  rules  and  regulations  to 

Regulations       be  prescribed  by  the  Commissioner  of  Internal  Rovenue 

Deductions  at    and  approved  by  the  Secretary  of  the  Treasury. 

Source  The  provisions  of  this  section  relating  to  the  deduc- 

Apply  to         tion  and  payment  of  the  tax  at  the  source  of  income 

Normal  Tax    shall  only  apply  to  the  normal  tax  hereinbefore  imposed 

Only  upon  individuals. 


License  to  Be 
Obtained  by 
Persons,  etc, 
E^ngaged  in 
Business  of 
Collecting 
Foreign 
Payments  of 
Interest,  etc 


Penalty  for 
Failure  to 
Obtain 
License 


Penalty  for  F.  That  if  any  person,  corporation,  joint-stock  com- 
Refusal  or  pany,  association,  or  insurance  company  liable  to  make 
Neglect  to  the  return  or  pay  the  tax  aforesaid  shall- refuse  or 
Make  neglect  to  make  a  return  at  the  time  or  times  herein- 
Required  before  specifietl  in  each  year,  such  person  shall  be  liable 
Return  or  to  a  penalty  of  not  less  than  $20  nor  more  than  $1,000. 
for  Haking  Any  person  or  any  officer  of  any  corporation  required 
False  by  law  to  make,  render,  sign,  or  verify  any  return  who 
Return  makes  any  false  or  fraudulent  return  or  statement  with 

Penalty  for  intent  to  defeat  or  evade  the  assessment  required  by 

Making  this  section  to  be  made  shall  be  guilty  of  a  misde- 

False  or  meaner,  and  shall  be  fined  not  exceeding  $2,000  «ir  be 

Fraudulent  imprisoned  not  exceeding  one  year,  or  both,  at  the  dls- 

Return  cretion  of  the  court,  with  the  costs  cf  prosecution. 


Normal  Tax  O.  (a)  That    the    normal    tax    hereinbefore    imposed 

to  Be  upon  individuals  likewise  shall  be  levied,  assessed,  and 

Assessed         paid  annually  upon  the  entire  net  Income  arising  or 
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accruingr  from  all  sources  during  the  preceding  calendar  and  Paid  on 
year  to  every  corporation,  joint-stock  company  or  asso- 
ciation, and  every  insurance  company,  organized  in  the 
United  States,  no  matter  h'^w  created  or  organized,  not 
including  partnerships;  but  if  organized,  authorized,  or 
existing  under  the  laws  of  any  foreign  country,  then 
upon  the  amount  of  net  income  siccruing  from  business 
transacted  and  capital  invested  within  the  United  States 
during  such  year:  Provided,  however.  That  nothing  in  Tax  Not  to 
this  section  shall  apply  to  labor,  agricultural,  or  horti-  Apply  to 
cultural  organizations,  or  to  mutual  savings  banks  not 
having  a  capital  stock  represented  by  shares,  or  to  fra- 
ternal beneficiary  societies,  orders,  or  associations  oper- 
ating under  the  lodge  system  or  for  the  exclusive  benefit 
of  the  members  of  a  fraternity  itself  operating  under 
the  lodge  system,  and  providing  for  the  payment  of  life, 
sick,  accident,  and  other  benefits  to  the  members  of 
such  societies,  orders,  or  associations  and  dependents  of 
such  members,  nor  to  domestic  building  and  loan  asso- 
ciations, nor  to  cemetery  companies,  organized  and  oper-  Exempt 
ated  exclusively  for  the  mutual  benefit  of  their  mem-  Organiza- 
hers,  nor  to  any  corporation  or  association  organized  tions 
and  operated  exclusively  for  religious,  charitable,  scien- 
tific, or  educational  purposes,  no  part  of  the  net  income 
of  which  inures  to  the  benefit  of  any  private  stock- 
holder or  individual,  nor  to  business  leagues,  nor  to 
chambers  of  commerce  or  boards  of  trade,  not  organ- 
ized for  profit  or  no  part  of  the  net  income  of  which 
inures  to  the  benefit  of  the  private  stockholder  or  indi- 
vidual; nor  to  any  civic  league  or  organization  not 
organized  for  profit,  but  operated  exclusively  for  the 
promotion  of  social  welfare:  Provided  further.  That  Income 
there  shall  not  be  taxed  under  this  section  any  income  Derived 
derived  from  any  public  utility  or  from  the  exercise  of 
any  essential  governmental  function  accruing  to  any 
State,  Territory,  or  the  District  of  Columbia,  or  any 
political  subdivision  of  a  State,  Territory,  or  the 
District  of  Columbia,  i  ^r  any  income  accruing  to  the 
government  of  the  Ph'  ppine  Islands  or  Porto  Rico,  or 
of  any  political  subdivision  of  the  Philippine  Islands  or 
Porto  Rico:  Provided,  That  whenever  any  State,  Terri- 
tory, or  the  District  of  Columbia,  or  any  political 
subdivision  of  a  State  or  Territory,  has,  prior  to  the 
passage  of  this  Act,  entered  in  good  faith  into  a  con- 
tract with  any  person  or  corporation,  the  object  and 
purpose  of  which  is  to  acquire,  construct,  operate  or 
maintain  a  public  utility,  no  tax  shall  be  levied  under  Exemptions 
the  provisions  of  this  Act  upon  the  income  derived  from  Not  to 
the  operation  of  such  public  utility,  so  far  as  the  pay- 
ment thereof  will  impose  a  loss  or  burden  upon  such 
State,  Territory,  or  the  District  of  Columbia,  or  a  politi- 
cal subdivision  of  a  State  or  Territory;  but  this  provi- 
sion is  not  intended  to  confer  upon  such  person  or  cor- 
poration any  financial  gain  or  exemption  or  to  relieve 
such  person  or  corporation  from  the  payment  of  a  tax 
as  provided  for  in  this  section  upon  the  part  or  portion 
of  the  said  income  to  which  such  person  or  corporation 
<hSL\\  be  entitled  under  such  contract. 
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Net  Income  of  (b)  Such  net  income  shall  be  ascertained  by  deducting 
Corporatlona,  f rom  the  gross  amount  of  the  income  of  such  corpora- 
tion, joint-stock  company  or  association,  or  insurance 
company,  received  within  the  year  from  all  sources, 
(first)  all  the  ordinary  and  necessary  expenses  paid 
within  the  year  in  the  maintenance  and  operation  of  its 
business  and  properties,  including  rentals  or  other  pay- 
ments required  to  be  made  as  a  condition  to  the  con- 
tinued use  or  possession  of  property;  (second)  all  losses 
actually  sustained  within  the  year  and  not  compensated 
by  insurance  or  otherwise,  including  a  reasonable  allow- 
ance for  depreciation  by  use,  wear  and  tear  of  property, 
if  any;  and  in  the  case  of  mines  a  reasonable  allowance 
for  depletion  of  ores  and  all  other  natural  deposits,  not 
to  exceed  6  per  centum  of  the  gross  value  at  the  mine 
of  the  output  for  the  year  for  which  the  computation 
is  made;  and  in  case  of  insurance  companies  the  net 
addition,  if  any,  required  by  law  to  be  made  within  the 
year  to  reserve  funds  and  the  sums  other  than  dividends 
Depreciations  paid  within  the  year  on  policy  and  annuity  contracts: 
Provided,  That  mutual  fire  insurance  companies  requir- 
ing their  members  to  make  premium  deposits  to  provide 
for  losses  and  expenses  shall  not  return  as  income  any 
portion  of  the  premium  deposits  returned  to  their  pol- 
icyholders, but  shall  return  as  taxable  income  all  income 
received  by  them  from  all  other  sources  plus  such  por- 
tions of  the  premium  deposits  as  are  retained  by  the 
companies  for  purposes  other  than  the  payment  of 
losses  and  expenses  and  reinsurance  reserves:  Provided 
further,  That  mutual  marine  insurance  companies  shall 
include  in  their  return  of  gross  income  gross  premiums 
collected  and  received  by  them  less  amounts  pair  for 
reinsurance,  but  shall  be  entitled  to  include  in  deduc- 
tions from  gross  income  amounts  repaid  to  policyhold- 
ers on  account  of  premiums  previously  paid  by  them  and 
interest  paid  upon  such  amounts  between  the  ascer- 
tainment thereof  and  the  payment  thereof  and  life 
insurance  companies  shall  not  include  as  income  in  any 
year  such  portion  of  any  actual  premium  received  from 
any  individual  policyholder  as  shall  have  been  paid 
back  or  credited  to  such  individual  policyholder,  or 
treated  as  an  abatement  of  premium  of  such  individual 
policyholder,  within  such  year;  (third)  the  amount  of 
Interest  accrued  and  paid  within  the  year  on  its  indebt- 
edness to  an  amount  of  such  indebtedness  not  exceeding 
one-half  of  the  sum  of  its  interest  bearing  indebtedness 
and  its  paid-up  capital  stock  outstanding  at  the  close 
of  the  year,  or  if  no  capital  stock,  the  amount  of 
interest  paid  within  the  year  on  an  amount  of  Its 
indebtedness  not  exceeding  the  amount  of  capital  em- 
ployed in  the  business  at  the  close  of  the  year:  Provided, 
That  in  case  of  indebtedness  wholly  secured  by  collat- 
eral the  subject  of  sale  in  ordinary  business  of  such 
corporation,  joint-stock  company,  or  association,  the 
total  interest  secured  and  paid  by  such  company,  cor- 
poration, or  association  within  the  year  on  any  such 
Indebtedness  may  be  deducted  as  a  part  of  its  expense 

Mutual  Marine  of  doing  business:  Provided  further,  That  in  the  case 
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of  bonds  or  other  IndebtedneM.  whloh  havo  boon  iMuod     InBuranoe 
with  a  ffuaranty  that  the  Intereat  payable  thereon  shall     Companies 
be  free  from  taxation*  no  deduction  for  the  payment  of 
the  tax  herein  Imposed  shall  be  allowed;  and  In  the  case 
of  a  bank,  banking  association,  loan,  or  trust  company,  Life  Insurance 
Interest  paid  within  the  year  on  deposits  or  on  moneys    Companies 
received  for  Investment  and  secured  by  Interest-bearlniT  To  What 
certificates  of  Indebtedness  Issued  by  such  bank,  bank*     Extent 
ing  association,   loan  or  trust  company;    (fourth)    all     Interest 
sums   paid  by   it  within   the  year   for   taxes   Imposed     Accruing 
under   the  authority  of   the  United  States  or  of  any     and  Paid 
State  or  Territory  thereof,  or  Imposed  by  the  Oovem-     During  the 
ment  of  any  foreign  country:   Provided,   That  In   the     Year  on 
case   of   a   corporation,   joint-stock   company   or   asso-     Indebtedness 
elation,  or  Insurance  company,  organised,  authorised,  or     May  Be 
existing  under  the  laws  of  any  foreign  country,  such  net     Deducted 
income  shall  be  ascertained  by  deducting  from  the  gross     from  Income 
amount  of  Its  Income  accrued  within   the  year  from  Deductions 
business   transacted   and    capital    invested    within    the     Continued 
United  States,   (first)   all   the  ordinary  and  necessary 
expenses  actually  paid  within  the  year  out  of  earnings 
In  the  maintenance  and  operation  of  its  business  and  Bonds  Issued 
property  within  the  United  States,  including  rentals  or     with 
other  payments  required  to  be  made  as  a  condition  to     Ouaranty 
the  continued  use  or  possession  of  property;   (second)      That 
all  losses  actually  sustained  within  the  year  in  business     Interest 
conducted  by  it  within  the  United  States  and  not  com-      Shall  Be 
pensated  by  insiirancc  or  otherwise,  including  a  reason-     Fret  from 
able  allowance  for  depreciation  by  use,  wear  and  tear     Taxation 
of  property,  if  any,  and  in  the  case  of  mines  a  reason- 
able allowance  for  depletion  of  ores  and  all  other  natural 
deposits,  riot  to  exceed  6  per  oentum  of  the  gross  value  Interest  on 
at  the  mine  of  the  output  for  the  year  for  which  the     Deposits 
computation  is  made;  and  in  case  of  insurance  com-     May  Be 
panics  the  net  addition,  if  any,  required  by  law  to  be     Deducted 
made  within  the  year  to  reserve  funds  and  the  sums     from  Oross 
other  than  dividends  paid  within  the  year  on  policy  and     Income 
annuity  contracts:  Provided  further,  That  mutual  fire 
Insurance  companies  requiring  their  members  to  make  Taxes  Paid 
premium  deposits  to  provide  for  losses  and  expenses 
shall  not  return  as  Income  any  portion  of  the  premium  Foreign 
deposits    returned    to    their    policy-holders,    but    shall     Corporations, 
return  as  taxable  income  all  income  received  by  them     eto..  Income 
from  all  other  sources  plus  such  portions  of  the  pre-     from 
mium  deposits  as  are  retained  by  the  companies  for     Business  in 
purposes  other  than  the  payment  of  losses  and  expenses     United 
and  reinsurance  reserves:  Provided  further.  That  mutual     States 
marine    insurance    companies    shall    Include    in    their  Deductions 
•^tum  of  gross  income  gross  premiums  collected  and     Allowed 
received  by  them  less  amounts  paid  for  reinsurance,  but  Ordinary 
shall  be  entitled  to  include  in  deductions  from  gross     Expenses. 
Income  amounts  repaid  to  policyholders  on  account  of     Rentals,  sto. 
premiums  previously  paid  by  them,  and  Interest  paid  Losses  and 
upon  such  amounts  between  the  ascertainment  thereof     Depredation 
and  the  payment  thereof  and  life  insurance  companies  Reserve  Funds 
shall  not  include  as  income  In  any  year  such  portion  of     of  Insurance 
any  actual  premium  received  from  any  individual  pol-     Companies 
fcyholder  as  shall  have  been  paid  back  or  credited  to  Mutual  Fire 
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Insurance       such  individual  policyholder,  or  treated  as  an  abatement 

Mutual  ICarineof  premium  of  such  individual  policyholder,  within  such 
Insurance        year;  (third)  the  amount  of  interest  accrued  and  paid 

Interest  within  the  year  on  its  indebtedness  to  an  amount  of  such 

Aocruinff  indebtedness  not  exceeding  the  proportion  of  one-half  of 
and  Paid  the  sum  of  its  interest  bearing  indebtedness  and  Its 
During  the  paid-up  capital  stock  outstanding  at  the  close  of  the 
Year  on  year,  or  if  no  capital  stock,  the  capital  employed  in  the 

Indebtedness  business   at   the   close   of   the   year   which   the   gross 

Deductions  amount  of  Its  income  for  the  year  from  business  trans- 
Continued       acted   and   capital   invested   within   the   United   States 

Bonds  Whose  bears  to  the  gross  amount  of  its  income  derived  from 
Makers  all  sources  within  and  without  the  United  States:  Pro- 

Have  vided.  That  in  the  case  of  bonds  or  other  indebtedness 

Agreed  to  which  have  been  issued  with  a  guaranty  that  the 
Pay  Interest  interest  payable  thereon  shall  be  free  from  taxation. 
Without  Tax  no  deduction  for  the  payment  of* the  tax  herein  imposed 
Deduction       shall  be  allowed;   (fourth)  all  sums  pcdd  by  it  within 

Taxes  the  year  for  taxes  imposed  under  the  authority  of  the 

A.ssessment  United  States  or  of  any  State  or  Territory  thereof  or 
Insurance  the  District  of  Columbia.  In  the  case  of  assessment 
Companies      insurance  companies,  whether  domestic  or  foreign,  the 

Insurance  actual  deposit  of  sums  with  State  or  Territorial  ofllcers, 

Resenre  pursuant  to  law,  as  additions  to  guarantee  or  reserve 

Funds  funds  shall  be  treated  as  being  payments  required  by 

law  to  reserve  funds. 
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Tax  to  Be  (c)  The  tax  herein  imposed  shall  be  computed  upon 

Computed  on  its  entire  net  income  accrued  within  each  preceding  cal- 
Net  Income  endar  year  ending  December  thirty-first:  Provided,  how- 
ever, That  for  the  year  ending  December  thirty-flrst, 
nineteen  hundred  and  thirteen,  said  tax  shall  be  im- 
posed upon  its  entire  net  income  accrued  within  that 
portion  of  said  year  from  March  first  to  December 
thirty-first,  both  dates  inclusive,  to  be  ascertained  by 
taking  five-sixths  of  its  entire  net  income  for  said  cal- 
endar year:  Provided  further.  That  any  corporation, 
joint-stock  company  or  association,  or  insurance  com- 
pany subject  to  this  tax  may  designate  the  last  day 
of  any  month  in  the  year  as  the  day  of  the  closing  of 
its  fiscal  year  and  shall  be  entitled  to  have  the  tax 
payable  by  it  computed  upon  the  basis  of  the  net 
Corporations  income  ascertained  as  herein  provided  for  the  year  end- 
ing on  the  day  so  designated  in  the  year  preceding  the 
date  of  assessment  instead  of  upon  the  basis  of  the  net 
income  for  the  calendar  year  preceding  the  date  of 
assessment;  and  it  shall  give  notice  of  the  day  it  has 
thus  designated  as  the  closing  of  its  fiscal  year  to  the 
collector  of  the  district  in  which  its  principal  business 
ofllce  is  located  at  any  time  not  less  than  thirty  days 
prior  to  the  date  upon  which  its  annual  return  shall  be 
filed.  All  corporations,  joint-stock  companies  or  asso- 
'^iations,  and  insurance  companies  subject  to  the  tax 
herein  imposed,  computing  taxes  upon  the  income  of  the 
calendar  year,  shall,  on  or  before  the  first  day  of  March, 
nineteen  hundred  and  fourteen,  and  the  first  day  of 
March  in  each  year  thereafter,  and  all  corporations, 
joint-stock    companies   or   associations,    and    insurance 
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companies,  computlnsr  taxes  upon  the  income  of  a  fiscal  t^^o^.J^    .^ 
year  which  it  may  designate  in  the  manner  hereinbefore  f^      i^sh^ 
provided,  shall  render  a  like  return  within  sixty  days  Returns, 
after  the  close  of  its  said  fiscal  year,  and  within  sixty     Under  Oath 
days  after   the  close   of   its  fiscal   year   in   each  year     or 
thereafter,  or  in  the  case  of  a  corporation,  joint-stock     Affirmation 
company  or  association,  or  insurance  company,  organ-     to  Be  Filed 
ized  or  existing  under  the  laws  of  a  foreign  country,  in     with 
the  place  where  its  principal  business  is  located  within     Collector  of 
the  United  States,  in  such  form  as  the  Commissioner  of     District 
Internal  Revenue,  with  the  approval  of  the  Secretary  of 
the  Treasury,  shall  prescribe,  shall  render  a  true  and 
accurate  return  under  oath  or  affirmation  of  its  presi- 
dent, vice  president,  or  other  principal  officer,  and  its  Information 
treasurer   or   assistant   treasurer,    to    the   collector    of     to  Be 
internal  revenue  for  the  district  in  which  it  has  its     Included  in 
principal   place   of   business,   setting   forth    (first)    the     Return  of 
total  amount  of  its  paid-up  capital  stock  outstanding.     Corporation 
or  if  no  capital  stock,  its  capital  employed  in  business.  Paid-up 
at  the  close  of  the  year;   (second)  the  total  amount  of     Capital 
its  bonded  and  other  indebtedness  at  the  close  of  the 
year;   (third)  the  gross  amount  of  its  income,  received  Bonded 
during  such  year   from  all   sources,   and  if  organized    Indebtedness 
under  the  laws  of  a  foreigm  country  the  gross  amount 
of  its  income  received  within  the  year  from  business  Oross  Income 
transacted    and    capital    invested    within    the    United 
States;  (fourth)  the  total  amount  of  all  its  ordinary  and  Ordinary 
necessary  expenses  paid  out  of  earnings  in  the  main-     Bxpenses  of 
tenance  and  operation  of  the  business  and  properties  of     Operation 
such  corporation,  joint-stock  company  or  association,  or     and 
insurance  company  within  the  year,  stating  separately     Maintenance 
all  rentals  or  other  payments  required  to  be  made  as 
a  condition  to  the  continued  use  or  possession  of  prop-  Rentals,  etc. 
erty,  and  if  organized  under  the  laws  of  a  foreign  coun- 
try the  amount  so  paid  in  the  maintenance  and  opera- 
tion of  its  business  within  the  United  States;    (fifth) 
the  total  amount  of  all  losses  actually  sustained  dur-  XiOsses  and 
ing    the    year    and   not   compensated    by    insurance    or  Depreciation 
otherwise,  stating  separately  any  amounts  allowed  for 
depreciation  of  property,  and  in  case  of  insurance  com-  Additional 
panics  the  net  addition,  if  any,  required  by  law  to  be     Reserve 
made  within  the  year  to  reserve  funds  and  the  sums     punds 
other  than  dividends  paid  within  the  year  on  policy  and 
annuity  contracts:  Provided  further,   That  mutual  fire  Mutual  Fire 
insurance  companies  requiring  their  members  to  make      Insurance 
premium  deposits  to  provide  for  losses  and  expenses     Companies 
shall  not  return  as  income  any  portion  of  the  premium  certain 
deposits  returned  to  their  policyholders,  but  shall  re-     Premium 
turn  as   taxable  income  all   income  received   by   them     Deposits 
from  all  other  sources  plus  such  portions  of  the  pre-     ^ot  to  Be 
mium  deposits  as  are  retained  by   the  companies  for     Returned  as 
purposes  other  than  the  payment  of  losses  and  expenses     Taxable 
and     reinsurance     reserves:     Provided     further.     That     income 
mutual    marine   insurance   companies    shall   include    in  Premiums, 
their  return  of  gross  income  gross  premiums  collected     Reinsurance, 
and  received  by  them  less  amounts  paid  for  reinsurance,     eta 
but  shall  be  entitled  to  include  in  deductions  from  gross  Mutual  Marine 
income  amounts  repaid  to  policyholders  on  account  of     Insurance 
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premiums  previously  paid  by  them,  and  interest  paid 
upon  such  amounts  between  the  asoertalnm«it  thereof 
and  the  payment  thereof  and  life  Insurance  companies 
shall  not  include  as  income  in  any  year  such  portion 
of  any  actual  premium  received  from  any  individual 
policyholder  as  shall  have. been  paid  back  or  credited 
to  such  individual  policyholder,  or  treated  as  an  abate- 
ment of  premium  of  such  individual  policyholder,  within 
such  year;  and  in  case  of  a  corporation,  joint-stock  com- 
pany or  association,  or  Insurance  company,  organised 
under  the  laws  of  a  forelvn  country,  all  losses  actually 
sustained  by  it  during  the  year  in  business  conducted 
by  it  within  the  United  States,  not  compensated  by 
insurance  or  otherwise,  stating  separately  any  amounts 
allowed  for  depreciation  of  property,  and  in  case  of  in- 
surance companies  the  net  addition,  if  any,  required  by 
law  to  be  made  within  the  year  to  reserve  funds  and  the 
sums  other  than  dividends  paid  within  the  year  on 
policy  and  annuity  contracts:  Provided  further.  That 
mutual  fire  Insurance  companies  requiring  their  mem- 
bers to  make  premium  deposits  to  provide  for  losses  and 
expenses  shall  not  return  as  income  any  portion  of  the 
premium  deposits  returned  to  their  policyholder,  but 
shall  return  as  taxable  Income  all  income  received  by 
them  from  all  other  sources  plus  such  portions  of  the 
premium  deposits  as  are  retained  by  the  companies  for 
purposes  other  than  the  payment  of  losses  and  expenses 
and  reinsurance  reserves:  Provided  further.  That  mutual 
marine  insurance  companies  shall  include  In  their  return 
of  gross  Income  gross  premiums  collected  and  received 
by  them  less  amounts  paid  for  reinsurance,  but  shall 
be  entitled  to  Include  in  deductions  from  gross  inoome 
amounts  repaid  to  policyholders  on  account  of  premi- 
ums previously  paid  by  them  and  Interest  paid  upon 
such  amounts  between  the  ascertainment  thereof  and 
the  payment  thereof  and  life  insurance  companies  shall 
not  include  as  income  in  any  year  such  portion  of  any 
actual  premium  received  from  any  individual  policy- 
holder as  shall  have  been  paid  back  or  credited  to 
such  individual  policyholder,  or  treated  as  an  abatement 
of  premium  of  such  individual  policyholder,  within 
such  year;  (sixth)  the  amount  of  interest  accrued  and 
paid  within  the  year  on  its  bonded  or  other  indebtedness 
not  exceeding  one-half  of  the  sum  of  Its  interest  bearing 
indebtedness  and  its  paid-up  capital  stock,  outstanding 
at  the  close  of  the  year,  or  If  no  capital  stock,  the 
amount  of  interest  paid  within  the  year  on  an  amount  of 
indebtedness  not  exceeding  the  amount  of  capital  em- 
ployed in  the  business  at  the  close  of  the  year,  and  in 
the  case  of  a  bank,  banking  association,  or  trust  com- 
pany, stating  separately  all  Interest  paid  by  it  within 
the  year  on  deposits;  or  in  case  of  a  corporation,  Joint- 
stock  company  or  association,  or  insurance  company, 
organized  under  the  laws  of  a  foreign  country,  interest 
so  paid  on  its  bonded  or  other  indebtedness  to  an 
amount  of  such  bonded  or  other  indebtedness  not  ex- 
ceeding the  proportion  of  its  paid-up  capital  stock  out- 
standing at  the  close  of  the  year,  or  If  no  capital  stock, 
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the  amount  of  capital  employed  In  the  business  at  the  Interest  on 
close  of  the  year,  which  the  gross  amount  of  its  income     Indebtedness 
for  the  year  from  business  transacted  and  capital  in-     of  Foreign 
vested   within    the   United    States    bears   to   the   gross     Oorporatlons 
amount  of  its  income  derived  from  all  sources  within 
and  without  the  United  States;   (seventh)   the  amount  Taze«  Paid 
paid  by  it  within  the  year  for  taxes  imposed  under  the  WfSli^ 
authority    of    the    United    States    and    separately    the  Net   Income 
amount  so  paid  by  it  for  tsixes  imposed  by  the  Qov-     to  Be  Shown 
emment  of  any  foreign  country;   (eighth)   the  net  in-     on  Return 
come    of    such    corporation,    joint-stock    company    or 
association,    or   insurance   company,   after   making   the  Returns  to 
deductions    in    this    subsection    authorised.      All    such      Be  Sent  to 
returns  shall  as  received  be  transmitted  forthwith  by     Of^mmis- 
the  collector  to  the  Commissioner  of  Internal  Revenue,      sloner 

All  assessments  shall  be  made  and  the  several  cor- 
porations,  joint-stock   companies   or   associations,    and  Assessments 
insurance  companies  shall  be  notified  of  the  amount  for     to  Be  Made, 
which  they  are  respectively  liable  on  or  before  the  first     and  Notice 
day  of  June  of  each  successive  year,  and  said  assess-     to  Be  Qiven 
ment  shall  be  paid  on  or  before  the  thirtieth  day  of  Pasrment 
June:  Provided,  That  every  corporation,  joint-stock  com-  Assessed 
pany  or  association,  and  insurance  company,  computing      Taxes, 
taxes  upon  the  income  of  the  fiscal  year  which  it  may     When  to  Be 
designate   in   the   manner   hereinbefore   provided,   shall     Paid,  by 
pay   the   taxes   due   under   its   assessment   within   one     Corporation, 
hundred  and  twenty  days  after  the  date  upon  which  it     eta — ^Fiscal 
is  required  to  file  its  list  or  return  of  income  for  as-     Year 
sessment;  except  in  cases  of  refusal  or  neglect  to  make  VVhen  False 
such  return,  and  in  cases  of  false  or  fraudulent  returns.     Returns  Has 
in  which  cases  the  Commissioner  of  Internal  Revenue     Been 
shall,  upon  the  discovery  thereof,  at  any  time  within      Rendered 
three  years  after  said  return  is  due,   make  a  return     and  Facts 
upon    information    obtained    as    provided    for    in    this     Are  Detected 
section  or  by  existing  law,  and  the  assessment  made     Within  8 
by  the  Ck>mmis8ioner  of  Internal  Revenue  thereon  shall      Yearti, 
be   paid  by   such   corporation,   joint-stock  company  or      Commis- 
association,   or   insurance   company   immediately   upon     sloner  May 
notification  of  the  amount  of  such  assessment;  and  to     Make  New 
any  sum  or  sums  due  and  unpaid  after  the  thirtieth     Assessment 
day  of  June  in  any  year,   or  after  one  hundred  and  Penalty  and 
twenty   days   from   the   date  on   which   the  return   of     Interest 
income  is  required  to  be  made  by  the  taxpayer,  and  after     Incurred  by 
ten  days  notice  and  demand  thereof  by  the  collector.     Failure  to 
there  shall  be  added  the  sum  of  5  per  centum  on  the     Pay  Tax 
amount  of  tax  unpaid  and  interest  at  the  rate  of  1  per     Within 
centum  per  month   upon  said  tax  from  the  time   the     Prescribed 
same  becomes  due.  Time 

(d)  When  the  assessment  shall  be  made,  as  provided  Returns 
in  this  section,  the  returns,  together  with  any  correc-     Rendered  to 
tions  thereof  which  may  have  been  made  by  the  com-     Be  Filed 
missioner,  shall  be  filed  in  the  oflSce  of  the  Commissioner     With  Com- 
of  Internal  Revenue  and  shall  constitute  public  records     missioner  of 
and  be  open  to  inspection  as  such:  Provided,  That  any     Internal 
and  all  such  returns  shall  be  open  to  inspection  only     Revenue 
upon  the  order  of  the  President,  under  rules  and  regula-  Returns  to 
tions  to  be  prescribed  by  the  Secretary  of  the  Treasury     Be  Open  to 
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Inspection  and  approved  by  the  President:  Provided  further,  That 

Under  the  proper  officer  of  any  State  imposing  a  general  Income 

Certain  tax   may,    upon   the   request   of   the   governor   thereof, 

Conditions  have  access  to  said  returns  or  to  an  abstract  thereof. 

?enalty  to  showing  the  name  and  income  of  each  such  corporation. 
Corporations,  joint  stock  company,  association  or  insurance  company, 

etc.  for  at  such  times  and  in  such  manner  as  the  Secretary  of 

Refusing  or  the  Treasury  may  prescribe. 

Neglecting  If  any  of  the  corporations.  Joint-stock  companies  or 
to  File  associations,  or  insurance  companies  aforesaid,  shall  re- 
Required  fuse  or  neglect  to  make  a  return  at  the  time  or  times 
Return  hereinbefore  specified  in  each  year,  or  shall  render  a 

False  or  false  or  fraudulent  return,  such  corporation,  joint-stock 

Fraudulent  company  or  association,  or  insurance  company  shall  be 

Return  liable  to  a  penalty  of  not  exceeding  $10,000. 

H.  That  the  word  "State"  or  "United   States"  when 

State  used  in  this  section  shall  be  construed  to  include  any 

Defined  Territory.  Alaska,  the  District  of  Columbia,  Porto  Rico, 

and  the  Philippine  Islands,  when  such  construction  is 

necessary  to  carry  out  its  provisions. 


Sees.  8167, 
Zn^,  8173, 
8176,  Revised 
Statutes, 
Amended 

Sec     8167. 

Officers  or 
Employees 
Divulging 
Information 


Sec.  8172 


Canvass  of 
Districts 


I.  That  sections  thirty-one  hundred  and  sixty-seven, 
thirty-one  hundred  and  seventy- two,  thirty-one  hundred 
and  seventy- three,  and  thirty-one  hundred  and  seventy- 
six  of  the  Revised  Statutes  of  the  United  States  as 
amended  are  hereby  amended  so  as  to  read  as  follows: 

"SEC.  3167.  It  shall  be  unlawful  for  any  col- 
lector, deputy  collector,  agent,  clerk,  or  other  officer  or 
employee  of  the  United  States  to  divulge  or  to  make 
known  in  any  manner  whatever  not  provided  by  law  to 
any  person  the  operations,  style  of  work,  or  apparatus  of 
any  manufacturer  or  producer  visited  by  him  in  the 
discharge  of  his  official  duties,  or  the  amount  or  source 
of  income,  profits,  losses,  expenditures,  or  any  par- 
ticular thereof,  set  forth  or  disclosed  in  any  income 
return  by  any  person  or  corporation,  or  to  permit  any 
income  return  or  copy  thereof  or  any  book  containing 
any  abstract  or  particulars  thereof  to  be  seen  or  ex- 
amined by  any  person  except  as  provided  by  law;  and 
it  shall  be  unlawful  for  any  person  to  print  or  publish 
in  any  manner  whatever  not  provided  by  law  any 
income  return  or  any  part  thereof  or  the  amount  or 
source  of  income,  profits,  losses,  or  expenditures  appear- 
ing in  any  income  return;  and  any  offense  against  the 
foregoing  provision  shall  be  a  misdemeanor  and  be 
punished  by  a  fine  not  exceeding  $1,000  or  by  imprison- 
ment not  exceeding  one  year,  or  both,  at  the  discretion 
of  the  court;  and  if  the  offender  be  an  officer  or  em- 
ployee of  the  United  States  he  shall  be  dismissed  from 
office  and  be  incapable  thereafter  of  holding  any  office 
under  the  Government. 

•'SEC.  3172.  Every  collector  shall  from  time  to 
time,  cause  his  deputies  to  proceed  through  every  part 
of  his  district  and  inquire  after  and  concerning  all 
persons  therein  who  are  liable  to  pay  any  internal- 
revenue  tax,  and  all  persons  owning  or  having  the  care 
and  management  of  any  objects  liable  to  pay  any  tax, 
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and  to  make  a  list  of  such  persons  and  enumerate  said 
objects. 

"SBC.  8173.  It  shall  be  the  duty  of  any  person,  Sec.  8173 
partnership.  Arm,  association,  or  corporation,  made  liable 
to  any  duty,  special  tax,  or  other  tax  imposed  by  law, 
when  not  otherwise  provided  for,  in  case  of  a  special  Returns 
tax,  on  or  before  the  thirty-first  day  of  July  in  each 
year,  in  case  of  income  tax  on  or  before  the  first  day 
of  March  in  each  year,  and  in  other  cases  before  the  day 
on  which  the  taxes  accrue,  to  make  a  list  or  return, 
verified  by  oath  or  afiirmation,  to  the  collector  or  a 
deputy  collector  of  the  district  where  located,  of  the 
articles  or  objects,  including  the  amount  of  annual 
Income  chargred  with  a  duty  or  tax,  the  quantity  of 
goods,  wares,  and  merchandise  made  or  sold  igid 
charged  with  a  tax,  the  several  rates  and  aergregate 
amount,  according  to  the  forms  and  regulations  to  be 
prescribed  by  the  Commissioner  of  Internal  Revenue, 
with  the  approval  of  the  Secretary  of  the  Treasury,  for 
which  such  person,  partnership,  firm,  association,  or 
corporation  is  liable:  Provided,  That  if  any  person 
liable  to  pay  any  duty  or  tax,  or  owning,  possessing,  or 
having  the  care  or  management  of  property,  goods, 
wares,  and  merchandise,  articles,  or  objects  liable  to 
pay  any  duty,  tax,  or  license,  shall  fail  to  make  and 
exhibit  a  list  or  return  required  by  law,  but  shall  con- 
sent to  disclose  the  particulars  of  any  and  all  the 
property,  goods,  wares,  and  merchandise,  articles,  and 
objects  liable  to  pay  any  duty  or  tax,  or  any  business  or 
corporation  liable  to  pay  any  tax  as  aforesaid,  then, 
and  in  that  case  it  shall  be  the  duty  of  the  collector 
or  deputy  collector  to  make  such  list  or  return,  which, 
being  distinctly  read,  consented  to,  and  signed  and 
verified  by  oath  or  afiirmation  by  the  person  so  owning, 
possessing,  or  having  the  care  and  management  as 
aforesaid,  may  be  received  as  the  list  of  such  person: 
Provided  further.  That  in  case  no  annual  list  or  return 
has  been  rendered  by  such  person  to  the  collector  or 
deputy  collector  as  required  by  law,  and  the  person  Authority  to 
shall  be  absent  from  his  or  her  residence  or  place  of  Issue 
business  at  the  time  the  collector  or  a  deputy  collector  Summons  to 
shall  call  for  the  annual  list  or  return,  it  shall  be  the  Appear  and 
duty  of  such  collector  or  deputy  collector  to  leave  at  Testify 
such  place  of  residence  or  business,  with  some  one  of 
suitable  age  and  discretion,  if  such  be  present,  other- 
wise to  deposit  in  the  nearest  post  ofllce,  a  note  or 
memorandum  addressed  to  such  person,  requiring  him 
or  her  to  render  to  such  collector  or  deputy  collector 
the  list  or  return  required  by  law  within  ten  days  from 
the  date  of  such  note  or  memorandum,  verified  by  oath 
or  afiirmation.  And  if  any  person,  on  being  notified 
or  required  as  aforesaid,  shall  refuse  or  neglect  to 
render  such  list  or  return  within  the  time  required  as 
aforesaid,  or  whenever  any  person  who  is  required  to 
deliver  a  monthly  or  other  return  of  objects  subject 
to  tax  fails  to  do  so  at  the  time  required,  or  delivers 
any  return  which,  in  the  opinion  of  the  collector,  is 
false  or  fraudulent,  or  contains  any  undervaluation  or 
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tmderatatMM&t,  it  shaU  b«  lawful  for  th«  ooUactor  Co 

summon  such  person,  or  any  other  person  havlnc  PP<i- 

session*  oustodjr.  ttr  oare  of  books  of  aocount  contalBing 

entries  relatinir  to  the  tmsiness  of  such  person,  or  any 

other  person  he  may  deem   proper,   to  appear  before 

him   and   prodnee   such   books,   at   a   time   and   plaoe 

named  in  the  snumons,  and  to  give  testimony  or  answer 

interrogatories,  under  oath,  respeeting  any  objects  liable 

to  tax  or  the  returns  thereof.    The  oolleetor  may  sum* 

mon  any  person  residing  or  found  within  the  State  la 

which  his  distriet  lies;  and  when  the  person  intended  to 

be  summoned  does  not  reside  and  oan  not  be  found 

within  such  State,  he  may  enter  any  collection  district 

where  such  person  may  be  found  and  there  make  the 

examination  herein  authorized.    And  to  this  end  he  may 

there  exercise  all  the  authority  which  he  might  lawfully 

exercise  la  the  district  for  which  he  was  commissioned. 

Sec.  S176.  "SEC.    817C.     When    any    person,    oorporatioa,   eom- 

pany,  or  association  refuses  or  neglects  to  render  any 

return  or  list  required  by  law,  or  renders  a  false  or 

fraudulent  return  or  list,  the  collector  or  any  deputy 

collector  shall  make,  according  to  the  best  informatloa 

which  he  caa  obtain,  iaeludlag  that  deriyed  from  the 

evidence  elicited  by  the  examination  of  the  ool lector, 

aad  on   his  own   view   aad   information,   such   list   or 

return,  according  to  the  form  prescribed,  of  the  inoome, 

Ck>llection  of      property,  and  objects  liable  to  tax  owned  or  possessed 

100  and  60      or  under  the  care  or  management  of  such  person  or 

Per  Cent         corporation,  company  or  association,  and  the  Commis* 

Additional       sioner  of  Internal   Revenue  shall  asses  all  taxes  not 

to  Tax  in         paid  by  stamps,  including  the  amount,  if  any,  due  for 

Case  Failure  special  tax,  income  or  other  tax,  and  in  case  of  any 

CO  Make  return  of  a  false  or  fraudulent  list  or  valuation  iatan«> 

Return  or       tionally  he  shall  add  100  per  centum  to  such  tax;  and 

of  False  or   in   case   of  a   refusal   or   neglect,   except   in   cases   of 

Fraudulent     sickness  or  absence,  to  make  a  list  or  return,  or  to 

Return  verify  the  same  as  aforesaid,  he  shall  add  BO  per  centum 

to  such  tax.    In  case  of  neglect  occasioned  by  sickness 

or  absence  as  aforesaid  the  collector  may  allow  such 

further  time  for  making  and  delivering  such   list  or 

return  as  t^  may  deem  necessary,  not  exceeding  thirty 

days.    The  amount  so  added  to  the  tax  shall  be  collected 

at  the  same  time  and  in  the  same  manner  as  the  tax 

unless  the  neglect  or  falsily  is  discovered  after  the  tax 

has  been  paid.  In  which  case  the  amount  so  added  shall 

be  collected  in  the  same  manner  as  the  tax;  and  the 

list  or  return  so  made  and  subscribed  by  such  collector 

or  deputy  collector  shaU  be  held  prima  facie  good  and 

sufficient  for  all  Legal  purposes." 


Receipts  for  J.  That  it  shall  be  the  duty  of  every  collector  of  in- 

Tax  Paid        ternal  revenue,  to  whom  any  payment  of  any  taxes  other 

to  Be  Given    than  the  tax  represented  by  an  adhesive  stamp  or  other 

by  Collector  engraved  stamp  is  made  under  the  provisions  of  this 

section,  to  give  to  the  person  making  such  payment  a 

full  written  or  printed  receipt,  expressing  the  amount 

paid  and  the  particular  aooount  for  which  such  payment 

APPENDIX  PAOE  188 


Digitized  by  VjOOQIC 


BaVBNUB    ACT    OF    1913 

was  mside;  and  whenevM*  such  paTmmit  i«  mada  such 
collector  shall,  if  required,  ffive  a  aeiMurate  receipt  for  Separate 
each  tax  paid  by  any  debtor,  on  account  of  payments     Receipts  to 
made  to  or  to  be  made  by  him  to  separate  credltom  in     Be  Issued 
such  form  that  such  debtor  can  conveniently  produce     in  Certain 
the  same  separately  to  his  several  creditors  in  satisfac-      Gases  when 
tion  of  their  respective  demands  to  the  amounts  sped-     Required 
fled  in  such  receipts;  and  such  receipts  shall  be  sulBcient 
evidence  in  favor  of  such  debtor  to  Justify  him  in  with- 
holdingr  the  amount  therein  expressed  from  his  next  pay- 
ment to  his  creditor;  but  sudi  creditor  may,  upon  sivingr 
to  his  debtor  a  full  written  receipt,  acknowledging  the 
payment  to  him  of  whatever  sum  may  be  actually  paid, 
and  accepting  the  amount  of  the  tax  paid  as  aforesaid 
(specifying  the  same)  as  a  further  satisfaction  of  the 
debt  to  that  amount,  require  the  surrender  to  him  of 
such  collector's  receipt. 


K.  That  jurisdiction  is  hereby  conferred  upon  the  dis-  Jurisdiction 
trict  courts  of  the  United  States  for  the  district  within     Ck>nf erred 

which  any  person  summoned  under  this  section  to  ap-  on  District 
pear  to  testify  or  to  produce  books  shall  reside,  to  com-      Courts, 
pel  such  attendance,  production  of  books,  and  testimony 
by  appropriate  prooess. 

Lb  That  all  administrative,  special,  and  general  pro-  Aasessmsnt, 

visions  of  law,  including  the  laws  In  relation  to  the  Remission, 

assessment,  remission,  collection,  and  refund  of  Internal  Collection, 

revenu^taxes  not  heretofore  speeiflcally  repealed  and  and 

not  IncoMstent  with  the  provisions  of  this  section,  are  Refunding 

hereby  mended  and  made  applicable  to  all  the  provl-  of  Taxes 
sions  of  this  section  and  to  the  tax  herein  Imposed. 


IC  That  the  provisions  of  this  section  shall  extend  to  Provisions 
Porto  Rico  and  the  Philippine  Islands:  Provided,  That     Relating  to 
the  administration  of  the  law  and  the  collection  of  the     Income  Tax 
taxes  imposed  in  Porto  Rico  and  the  Philippine  Islands     Extended 
shall  be  by  the  appropriate  internal-revenue  ofllcers  of     to  Porto 
those  government,  and  all  revenues  collected  in  Porto     Moo  and 
Rico  and  the  Philippine  Islands  thereunder  shall  aoorue     Philippine 
intact  to  the  general  governments,  therof,  respectively:     Islands 
And  provided  further.  That  the  Jurisdiction  In  this  sec- 
tion conferred  upon  the  district  courts  of  the  United 
States  shall,  so  far  as  the  Philippine  Islands  are  con- 
cerned, be  vested  in  the  courts  of  the  first  instance  of 
said  islands:  And  provided  further.  That  nothing  In  this 
section  shall  be  held  to  exclude  from  the  computation  of 
the  net  Income  the  compensation  paid  any  ofllclal  by  the 
governments  of  the  district  of  Columbia,  Porto  Rico  and 
the   Philippine    Islands   or   the    political    subdivisions 
thereof. 


rr. 


8.     That,    except   as   hereinafter    provided,    sections  Bxdse  Tax 
one  to  forty-two   both   inclusive,   of  an  Act  entitled     Act 
''An  Act  to  provide  revenue,  equalise  duties,  and  en-     Repealed 
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Aasesament 
for  1912 


Excise  Tax 
for  First 
Two  Months 
of   19U 


Returns 
for  191S 


PendinsT 
Prooeedinffs 
Not  Affected 


oouraere  the  industries  of  the  United  States,  and  for 
other  purposes,"  approved  August  fifth,  nineteen  hun- 
dred and  nine,  and  all  Acts  and  parts  of  Acts  incon- 
sistent with  the  provisions  of  this  Act,  are  hereby 
repealed:  •  •  •  Provided  further,  That  all  excise 
taxes  upon  corporations  imposed  by  section  thirty- 
eight,  that  have  accrued  or  have  been  imposed  for  the 
year  ending  December  thirty-first,  nineteen  hundred  and 
twelve,  shall  be  returned,  assessed,  and  collected  in  the 
same  manner,  and  under  the  same  provisions,  liens,  and 
penalties  as  if  section  thirty-eight  continued  in  full 
force  and  effect:  And  provided  further,  That  a  special 
excise  tax  with  respect  to  the  carrying  on  or  doing  of 
business,  equivalent  to  1  per  centum  upon  their  entire 
net  income,  shall  be  levied,  assessed,  and  collected  upon 
corporations,  joint  stock  companies  or  associations,  and 
insurance  companies,  of  the  character  described  in 
section  thirty-eight  of  the  Act  of  August  fifth,  nineteen 
hundred  and  nine,  for  the  period  from  January  first  to 
February  twenty-eighth,  nineteen  hundred  and  thir- 
teen, both  dates  inclusive,  which  said  tax  shall  be 
computed  upon  one-sixth  of  the  entire  net  income  of 
said  corporations,  joint  stock  companies  or  associations, 
and  insurance  companies,  for  said  year,  said  net  income 
to  be  ascertained  in  accordance  with  the  provisions  of 
subsection  G  of  section  two  of  this  Act:  Provided  fur- 
ther. That  the  provisions  of  said  section  thirty-eight 
of  the  Act  of  August  fifth,  nineteen  hundred  and  nine, 
relative  to  the  collection  of  the  tax  therein  imposed 
shall  remain  in  force  for  the  collection  of  the  excise  tax 
herein  provided,  but  for  the  year  nineteen  hundred  and 
thirteen  it  shall  not  be  necessary  to  make  more  than 
one  return  and  assessment  for  all  the  taxes  imposed 
herein,  upon  said  corporations,  joint  stock  companies 
or  associations,  and  insurance  companies,  either  by 
way  of  income  or  excise,  which  return  and  assessment 
shall  be  made  at  the  times  and  in  the  manner  provided 
in  this  Act;  but  the  repeal  of  existing  laws  or  modi- 
fications thereof  embraced  in  this  Act  shall  not  affect 
any  act  done,  or  any  right  accruing  or  accrued,  or  any 
suit  or  proceeding  had  or  commenced  in  any  civil  case 
before  the  said  repeal  or  modification;  but  all  rights 
and  liabilities  under  said  laws  shall  continue  and  may 
be  enforced  in  the  same  manner  as  if  said  repeal  or 
modifications  had  not  been  made.  Any  offenses  com- 
mitted and  all  penalties  or  forfeitures  or  liabilities 
incurred  prior  to  the  passage  of  this  Act  under  any 
statute  embraced  in  or  changed,  modified,  or  repealed 
by  this  Act  may  be  prosecuted  or  punished  in  the  same 
manner  and  with  the  same  effect  as  if  this  Act  had 
not  been  passed.  No  acts  of  limitation  now  in  force, 
whether  applicable  to  civil  causes  and  proceedings  or 
to  the  prosecution  of  offenses  or  for  the  recovery  of 
penalties  or  forfeitures  embraced  in  or  modified, 
changed,  or  repealed  by  this  Act  shall  be  affected  there- 
by so  far  as  they  affect  any  suits,  proceedings,  or 
prosecutions,  whether  c/vit  or  criminal,  for  causes  aris- 
ing or  aptf  ()pne  or  committeed  prior  to  the  passage  of 
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this   Act,    which    may    be    commenced    and    prosecuted 
within  the  same  time  and  with  the  same  effect  as  if 
this  Act  had  not  been  passed. 

T.  If  any  clause,  sentence,  parafirraph,  or  part  of  Bffect  of 
tills  Act  shall  for  any  reason  be  adjudged  by  any  court  Invalidity 
of  competent  jurisdiction  to  be  invalid,  such  judgment 
shall  not  affect,  impair,  or  invalidate  the  remainder  of 
said  Act,  but  shall  be  confined  In  its  operation  to  the 
clause,  sentence,  paragraph  or  part  thereof  directly 
involved  in  the  controversy  in  which  such  judgment 
shall  have  been  rendered. 

U.     That  unless  otherwise  herein  specially  provided,  E^ffective 
this   Act    shall   take    effect   on    the   day   following   its     Date 
passage. 

Approved,   October   8,   1913. 
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APPENDIX  E 

Revenue  Act  of  1909 

Excise  Tax  Provisions 

[Public — No.    5 — 61st  Conflrress.] 
[H.  R.  1488.1 

An  Act  to  provide  revenue*  equalize  duties  and  en- 
courage the  industries  of  the  United  States,  and  for 
other  purposes. 

Be  it  enacted  by  the  Senate  and  House  of  Represent^ 
atives  of  the  United  States  of  Amertca  in  Congress 
assembled, 

SECTION  88.  That  every  corporation*  joint  stock  Corporations 
company  or  association,  organised  for  profit  and  Subject  to 
having  a  capital  stock  represented  by  shares,  and  Tax. 
every  insurance  company,  now  or  hereafter  organ- 
ized under  the  laws  of  the  United  States  or  of 
any  State  or  Territory  of  the  United  States  or 
under  the  Acts  of  Congress  applicable  to  Alaska  or  the 
District  of  Columbia,  or  now  or  hereafter  organized 
under  the  laws  of  any  foreign  country  and  engaged  in 
business  in  any  State  or  Territory  of  the  United  States 
or  in  Alaska  or  in  the  District  of  Columbia,  shall  be 
subject  lo  pay  annually  a  special  excise  tax  with  re- 
spect to  the  carrying  on  or  doing  business  by  such  cor- 
poration, joint  stock  company  or  association,  or  insur- 
ance company,  equivalent  to  one  per  centum  upon  the  Rate, 
entire  net  income  over  and  above  five  thousand  dol- 
lars received  by  it  from  all  sources  during  such  year, 
exclusive  of  amounts  received  by  it  as  dividends  upon 
stock  of  other  corporations,  joint  stock  companies  or 
associations,  or  insurance  companies,  subject  to  the 
tax  hereby  imposed;  or  if  organized  under  the  laws  of 
any  foreign  country,  upon  the  amount  of  net  income  over 
and  above  five  thousand  dollars  received  by  it  from 
business  transacted  and  capital  invested  within  the 
United  States  and  its  Territories,  Alaska,  and  the  Dis- 
trict of  Columbia  during  such  year,  exclusive  of 
amounts  so  received  by  it  as  dividends  upon  stock  of 
other  corporations,  joint  stock  companies  or  associa- 
tions, or  insurance  companies,  subject  to  the  tax  hereby 
imposed:  Provided,  however.  That  nothing  in  this  sec- Corporations 
tion  contained  shall  apply  to  labor,  agricultural  or  hortl-  Exempt  from 
cultural  organizations,  or  to  fraumal  beneficiary  so-  Tax. 
cleties,  orders,  or  associations,  operating  under  the  lodge 
system,  and  providing  for  the  payment  of  life,  sick, 
accident,  and  other  benefits  to  the  members  of  such 
societies,  orders,  or  associations,  and  dependents  of 
such  members,  nor  to  domestic  building  and  loan  asso- 
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ciatlons,  organized  and  operated  exclusively  for  the 
mutual  benefit  of  their  members,  nor  to  any  corporation 
or  assocation  organized  and  operated  exclusively  for 
rellgrious,  charitable,  or  educational  purposes,  no  part 
of  the  net  income  of  which  inures  to  the  benefit  of  any 
private  stockholder  or  IndividuaL 

Net  Income;  Second.    Such    net    income    shall    be    ascertained    by 

How  deducting   from   the   gross   amount   of   the    income   of 

Ascertained,  such  corporation,  Joint  stock  company  or  association,  or 
insurance  company,  received  within  the  year  from  all 
sources,  (first)  all  the  ordinary  and  necessary  expenses 
actually  paid  within  the  year  out  of  income  in  the 
maintenance  and  operation  of  its  business  and  prop- 
erties, including  all  charges  such  as  rentals  or  fran- 
chise payments,  required  to  be  made  as  a  condition 
to  the  continued  use  or  possession  of  property;  (sec- 
ond) all  flosses  actually  sustained  within  the  year  and 
not  compensated  by  insurance  or  otherwise,  including  a 
reasonable  allowance  for  depreciation  of  property,  if 
any,  and  in  the  case  of  insurance  companies  the  sums 
other  than  dividends,  paid  within  the  year  on  policy 
and  annuity  contracts  and  the  net  addition,  if  any,  re- 
quired by  law  to  be  made  within  the  year  to  reserve 
funds;  (third)  interest  actually  paid  within  the  year 
on  its  bonded  or  other  indebtedness  to  an  amount  of 
such  bonded  and  other  indebtedness  not  exceeding  the 
paid-up  capital  stock  of  such  corporation.  Joint  stock 
company  or  association,  or  insurance  company,  out- 
standing at  the  close  of  the  year,  and  in  the  case  of  a 
bank,  banking  association  or  trust  company,  all  interest 
actually  paid  by  it  within  the  year  on  deposits;  (fourth) 
all  sums  paid  by  it  within  the  year  for  taxes  imposed 
under  the  authority  of  the  United  States  or  of  any 
State  or  Territory  thereof,  or  imposed  by  the  govern- 
ment of  any  foreign  country  as  a  condition  to  carrying 
on  business  therein;  (fifth)  all  amounts  received  by  it 
within  the  year  as  dividends  upon  stock  of  other  cor- 
porations. Joint  stock  companies  or  associations,  or 
insurance  companies,  subject  to  the  tax  hereby  imposed: 
Foreign  Cor-  Provided,  That  in  the  case  of  a  corporation,  Joint  stock 
porations;  company  or  association,  or  insurance  company,  organ- 
Deductions  ized  under  the  laws  of  a  foreigm  country,  such  net  in- 
Allowable,  come  shall  be*  ascertained  by  deducting  from  the  gros» 
amount  of  its  income  received  within  the  year  from 
business  transacted  and  capital  invested  within  the 
United  States  and  any  of  its  Territories,  Alaska,  and  the 
District  of  Columbia,  (first)  all  the  ordinary  and  nec- 
essary expenses  actually  paid  within  the  year  out  of 
earnings  in  the  maintenance  and  operation  of  its  busi- 
ness and  property  within  the  United  States  and  Its 
Territories,  Alaska,  and  the  District  of  Columbia^  ln« 
eluding  all  charges  such  as  rentals  or  franchise  pay- 
ments required  to  be  made  as  a  condition  to  the  con- 
tinued use  or  possession  of  property;  (second)  all 
losses  actually  sustained  within  the  year  in  business 
conducted  by  it  within  the  United  States  or  its  Ter- 
ritories, Alaska,  or  the  District  of  Columbia  not  com- 
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pensated  by  insurance  or   otherwise.   Including  a  rea- 
sonable allowance  for  depreciation  of  property,  if  any, 
and  in  the  case  of  insurance  companies  the  sums  other 
than   dividends,    paid    within    the   year    on   policy   and 
annuity  contracts  and  the  net  addition,  if  any,  required 
by  law  to  be  made  within  the  year  to  reserve  funds;  ^ 
(third)    interest  actually  paid  within  the  year  on   its^' 
bonded   or   other   indebtedness   to  an   amount  of   such 
bonded  and  other  indebtedness,  not  exceediner  the  pro- 
portion of  its  paid-up  capital  stock  outstanding  at  the 
close  of  the  year  which  the  ^oss  amount  of  its  income 
for  the  year  from  business  transacted  and  capital  in- 
vested within  the  United  States  and  any  of  its  Ter- 
ritories, Alaska,  and  the  District  of  Ck>lurabia  bears  to 
the  gross  amount  of  its  income  derived  from  all  sources 
within   and   without    the   United   States;    (fourth)    the 
sums  paid  by  it  within  the  year  for  taxes  imposed  under 
the  authority  of  the  United  States  or  of  any  State  or 
Territory   thereof;    (fifth)    all   amounts  received  by   it 
within  the  year  as  dividends  upon  stock  of  other  cor- 
porations, joint   stock   companies   or   associations,   and 
insurance    cmpanies,    subject    to    the    tax    hereby    im- 
posed.    In  the  case  of  assessment  Insurance  companies  Assessment 
the  actual  deposit  of  sums  with  State   or  Territorial      Insurance 
officers,  pursuant  to  law,  as  additions  to  guaranty  or     Ck>mpanies, 
reserve  funds  shall  be  treated  as  being  payments  re-     Reserve 
quired  by  law  to  reserve  funds.  Funds. 

Third.     There  shall  be  deducted  from  the  amount  of  Specific 
the  net  income  of  each  of  such  corporations,  joint  stock     Deduction, 
companies  or  associations,  or  insurance  companies,  as- 
certained as  provided  in  the  foregoing  paragraphs  of 
this  section,  the  sum  of  five  thousand  dollars,  and  said 
tax  shall  be  computed  upon  the  remainder  of  said  net 
income  of  such  corporation,  joint  stock  company  or  asso- 
ciation,   or    insurance   company,    for    the    year    ending 
December  thirty-first,  nineteen  hundred  and  nine,  and 
for  each  calendar  year  thereafter;  and  on  or  before  the 
first  day  of  March,  nmeteen  hundred  and  ten,  and  the 
first  day  of  March  in  each  year  thereafter,  a  true  and  Return  to  Be 
accurate  return  under  oath  or  affirmation  of  its  pres-     Made  on  or 
Ident,  vice-president,  or  other  principal  officer,  and  its     before 
treasurer  or  assistant  treasurer,  shall  be  made  by  each     March  1  to 
of  the  corporations,  joint  stock  companies  or  associa-     Ck>lleotor  of 
tions,    and    insurance    companies,    subject    to    the    tax     District 
imposed   by   this   section,   to   the   collector   of   internal 
revenue   for    the   district    in    which    such    corporation, 
joint  stock  company  or  association,  or  insurance  com- 
pany,  has  its   principal   place  of  business,  or,   in  the 
case  of  a  corporation,  joint  stock  company  or  association, 
or  insurance  company,  organised  under  the  laws  of  a 
foreign  country,  in  the  place  where  its  principal  busi- 
ness is  carried  on  within  the  United  States,  in  such 
form  as  the  Commissioner  of  Internal   Revenue,  with 
the  approval  of  the  Secretary  of  the  Treasury,  shall 
prescribe,  setting  forth  (first)  the  total  amount  of  the  Items  to  Be 
paid-up  capital  stock  of  such  corporation,  joint  stock     Reported  on 
company   or    association,    or    insurance    company,    out-     Return. 
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Deductions 
Allowed. 
Expenses. 


AetttAlly 

Sustained. 

Depreciation. 


Interest 
Actually 
Paid. 


interest  Paid 
by  Foreictt 
CorporatioiM 


standing  at  the  close  of  the  year;  (second)  the  total 
amount  of  the  bonded  and  other  indebtedness  of  suoh 
corporation*  Joint  stock  oompany  or  association,  or  in- 
surance company  at  the  close  of  the  year;  (third)  the 
gross  amount  of  the  income  of  such  corporation,  joint 
stock  company  or  association,  or  iasnranee  company, 
received  daring  such  year  from  all  sources,  and  if 
organised  under  the  laws  of  a  foreign  country  the  gross 
amount  of  its  income  received  within  the  year  from 
business  transacted  and  capital  Invested  within  the 
United  States  and  any  of  its  Territories,  Alaska,  and 
the  District  of  C!olumbla;  also  the  amount  received  by 
such  corporation,  joint  stock  company  or  association, 
or  insurance  company,  within  the  year  by  way  of  divl* 
dends  upon  stock  of  other  corporations,  joint  stock 
oompanies  or  associations,  or  insurance  companies,  sub* 
jeot  to  the  tax  Imposed  by  this  secUon;  (fourth)  the 
total  amount  of  all  the  ordinary  and  necessary  expenses 
actually  paid  out  of  earnings  m  the  maintenance  and 
operation  of  the  business  and  properties  of  such  oor* 
poratlon,  joint  stock  company  or  association,  or  insnr* 
ance  company,  within  the  year,  stating  separately  all 
charges  such  as  rentals  or  franchise  payments  required 
to  be  made  as  a  condition  to  the  continued  use  or  pos- 
session of  property,  and  if  organised  under  the  laws 
of  a  foreign  country  the  amount  so  paid  In  the  maln« 
tenance  and  operation  of  its  business  within  the  United 
States  and  its  Territories,  Alasica,  and  the  District  of 
Columbia;  (fifth)  the  toUl  amount  of  all  losses  actuany 
sustained  during  the  year  and  not  compensated  by  In- 
surance or  otherwise,  stating  separately  any  amounts 
allowed  for  depreciation  of  property,  and  In  the  case 
of  Insurance  companies  the  sums  other  than  dividends, 
paid  within  the  year  on  policy  and  annuity  contracts 
and  the  net  addition,  if  any,  required  by  law  to  be  made 
within  the  year  to  reserve  funds;  and  In  the  case  of  a 
corporation,  joint  stock  company  or  association,  or  In- 
surance company,  organised  under  the  laws  of  a  foreign 
country,  all  losses  actually  sustained  by  It  during  the 
year  in  business  conducted  by  it  within  the  United 
States  or  its  Territories,  Alasica,  and  the  District  of 
Columbia,  not  compensated  by  insurance  or  otherwise, 
stating  separately  any  amounts  allowed  for  dep?telation 
of  property,  and  In  the  case  of  insurance  companies  the 
sums  other  than  dividends,  paid  within  the  year  on 
policy  and  annuity  contracts  and  the  net  addition,  if 
any,  required  by  law  to  be  made  within  the  year  to 
reserve  fund;  (sixth)  the  amount  of  interest  actually 
paid  within  the  year  on  Its  bonded  or  other  Indebtedness 
to  an  amount  of  such  bonded  and  other  indebtedness 
not  exceeding  the  paid-up  capital  stock  of  such  corpora- 
tion, joint  stock  oompany  or  association,  or  Insurance 
company,  outstanding  at  the  close  of  the  year,  and  in  the 
case  of  a  bank,  banking  association  or  trust  company, 
stating  separately  all  Interest  paid  by  it  within  the  year 
on  deposits;  or  In  case  of  a  corporation,  joint  stock 
company  or  association,  or  insurance  company,  organ* 
ised  under  the  laws  of  a  foreign  country,  interest  so 
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p9dd  on  its  bonded  or  other  indebtedness  to  an  amount  to  Be 
of  such  bonded  and  other  indebtedness  not  ezoeedinc  Apportioned, 
the  proportion  of  its  paid-up  capital  stock  outstandingr 
at  the  close  of  the  year,  which  the  irross  amount  of  its 
Income  for  the  year  from  business  transacted  and  cap- 
ital invested  within  the  United  States  and  any  of  its 
Territories,  Alaska,  and  the  District  of  Columbia,  bears 
to  the  cross  amount  of  its  Income  derired  from  all 
sources  within  and  without  the  United  States;  (ser- 
enth)  the  amount  paid  by  it  within  the  year  for  taxes  Taxes  Paid, 
imposed  under  the  authority  of  the  United  States  or 
any  State  or  Territory  thereof,  and  separately  the 
amount  so  paid  by  it  for  taxes  imposed  by  the  erovem- 
ment  of  any  foreign  country  as  a  condition  to  carrying 
on  business  therein;  (eighth)  the  net  Income  of  ^uch 
corporation,  Joint  stock  company  or  association,  or  in- 
surance company,  after  making  the  deductions  in  this 
section  authorized.  All  such  returns  shall  as  received 
be  transmitted  forthwith  by  the  collector  to  the  Com- 
missioner of  Internal  Revenue. 

Fourth.    Whenever  evidence  shall  be  produced  before.Commissioner 
the  Commissioner   of  Internal   Revenue  which   in   the     May  Require 
opinion  of  the  Commissioner  justifies  the  belief  that  the     Information 
return  made  by  any  corporation.  Joint  stock  company  or     as  to 
association,    or    insurance    company,    is    incorrect,    or     Incorrect  or 
whenever  any  collector  shall  report  to  the  Commissioner     Delinquent 
of  Internal  Revenue  that  any  corporation,  Joint  stock     Return, 
company   or   association,    or   Insurance    company,    has 
failed  to  make  a  return  as  required  by  law,  the  Com- 
missioner of  Internal  Revenue  may  require  from  the 
corporation.    Joint    stock    company    or    association,    or 
insurance  company  making  such  return,  such  further 
information  with  reference  to  Its  capital,  Income,  losses, 
and  expenditures  as  he  may  deem  expedient;  and  the 
Commissioner  of  Internal  Revenue,  for  the  purpose  of  Revenue 
ascertaining  the  correctness  of  such  return  or  for  the     Agents  to 
purpose  of  making  a  return  where  none  has  been  made,     Bxamlne 
is  hereby  authorised,  by  any  regularly  appointed  rev-     Books,  etc 
enue  agent  specially  designated  by  htm  for  that  purpose, 
to  examine  any  books  and  papers   bearing  upon   the 
matters  required  to  be  included  in  the  return  of  such 
corporation.    Joint    stock    company    or    association,    or 
insurance  company,  and  to  require  the  attendance  of  any 
officer   or   employee   of   such   corporation.   Joint   stock 
company  or  association,  or  insurance  company,  and  to 
take  his  testimony  with  reference  to  the  matter  re- 
quired   by    law    to   be   included    In   such    return,    with 
power  to  administer  oaths  to  such  person  or  persons; 
and  the  Commissioner  of  Internal  Revenue  may  also 
invoke  the  aid  of  any  court  of  the  United  States  hav- 
ing Jurisdiction  to  require  the  attendance  of  such  offi- 
cers or  employees  and  the  production  of  such  books 
and   papers.     Upon   the   information    So   acquired   the 
Commissioner    of    Internal    Revenue    may    amend    any  Commissioner 
return  or  make  a  return  where  none  has  been  made.     May  Amend 
All  proceedings  taken  by  the  Commissioner  of  Internal     or  Make 
Revenue  under  the  provisions  of  this  section  shall  be     Return. 
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subject    to    the    approval    of    the    Secretary    of    the 
Treasury. 


Penalty  for 
False  or 
Fraudulent 
Return. 


Collector  May 
Extend  Time 
for  Making 
Return. 


Penalty.  When 
and  How 
Collected. 


Notification  of 
Assessments. 


Penalty  for 
Nonpay- 
ment When 
Due. 


Fifth.  All  returns  shall  be  reUined  by  the  Commis- 
sioner of  Internal  Revenue,  who  shall  make  assess- 
ments thereon;  and  in  case  of  any  return  made  with 
false  or  fraudulent  intent  he  shall  add  one  hundred 
per  centum  of  such  tax,  and  In  case  of  a  refusal  or 
neglect  to  make  a  return  or  to  verify  the  same  as 
aforesaid  he  shall  add  fifty  per  centum  of  such  tax.  In 
case  of  neglect  occasioned  by  the  sickness  or  absence 
of  an  ofllcer  of  such  corporation.  Joint  stock  company 
or  association,  or  insurance  company,  required  to  make 
said  return,  or  for  other  suflScienl  reason,  the  collector 
may  allow  such  further  time  for  making  and  delivering 
such  return  as  he  may  deem  necessary,  not  exceeding 
thirty  days.  The  amount  so  added  to  the  tax  shall  be 
collected  at  the  same  time  and  in  the  same  manner  as 
the  tax  originally  assessed  unless  the  refusal,  neglect, 
or  falsity  is  discovered  after  the  date  for  payment  of 
said  taxes,  in  which  case  the  amount  so  added  shall  be 
paid  by  the  delinquent  corporation.  Joint  stock  company 
or  association,  or  insurance  company,  immediately  upon 
notice  given  by  the  collector.  All  assessments  shall  be 
made  and  the  several  corporations.  Joint  stock  com- 
panies or  associations,  or  insurance  companies,  shall 
be  notified  of  the  amount  for  which  they  are  respectively 
liable  on  or  before  the  first  day  of  June  of  each  suc- 
cessive year,  and  said  assessments  shall  be  paid  on  or 
before  the  thirtieth  day  of  June,  except  in  cases  of 
refusal  or  neglect  to  make  such  return,  and  in  cases 
of  false  or  fraudulent  returns,  in  which  cases  the  Com- 
missioner of  Internal  Revenue  shall,  upon  the  discovery 
thereof,  at  any  time  within  three  years  after  said 
return  is  due,  make  a  return  upon  information  obtained 
as  above  provided  for,  and  the  assessment  made  by  the 
Commissioner  of  Internal  Revenue  thereon  shall  be  paid 
by  such  corporation,  Joint  stock  company  or  association, 
or  insurance  company  immediately  upon  notification  of 
the  amount  of  such  assessment;  and  to  any  sum  or 
sums  due  and  unpaid  after  the  thirtieth  day  of  June 
in  any  year,  and  for  ten  days  after  notice  and  demand 
thereof  by  the  collector,  there  shall  be  added  the  sum 
of  five  per  centum  on  the  amount  of  tax  unpaid  and 
interest  at  the  rate  of  1  per  centum  per  month  upon 
said  tax  from  the  time  the  same  becomes  due. 


Returns  to  be  Sixth.  When  the  assessment  shall  be  made,  as  pro- 
Filled  with  vided  in  this  section,  the  returns,  together  with  any 
Commis-  corrections  thereof  which  may  have  been  made  by  the 

sioner.  Commissioner,  shall  be  filed  in  the  ofl^ce  of  the  Com- 

missioner   of    Internal    Revenue    and    shall    constitute 
public  records  and  be  open  to  inspection  as  such. 

[Amended  by  the  Act  of  June  17,  1910,  which  pro- 
vided that  the  returns  shall  be  open  to  inspection  only 
upon  the  order  of  the  President.] 
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Seventh.    It  shall  be  unlawful  for  any  collector,  dep- Unlawful  to 
uty  collector,  agent,  clerk,  or  other  officer  or  employee     Divulge 
of  the  United  States  to  divulge  or  make  known  in  any     Information, 
manner  whatever  not  provided  by  law  to  any  person     Penalty, 
any  information  obtained  by  him  in  the  discharge  of 
his  official  duty,  or  to  divulge  or  make  known  in  any 
manner  not  provided  by   law  any   document  received, 
evidence  taken,  or  report  made  under  this  section  ex- 
cept upon  the  special  direction  of  the  President;  and 
any   offense  against   the   foregoing   provision   shall   be 
a  misdemeanor  and  be  punished  by  a  fline  not  exceeding 
one  thousand  dollars,  or  by  imprisonment  not  exceeding 
one  year,  or  both,  at  the  discretion  of  the  court. 


Eighth.  If  any  of  the  corporations,  joint  stock  com- 
panies or  associations,  or  insurance  companies,  afore- 
said, shall  refuse  or  neglect  to  make  a  return  at  the 
time  or  times  hereinbefore  specified  in  each  year,  or 
shall  render  a  false  or  fraudulent  return,  such  corpora- 
tion. Joint  stock  company  or  association,  or  insurance 
company,  shall  be  liable  to  a  penalty  of  not  less  than 
one  thousand  dollars  and  not  exceeding  ten  thousand 
dollars. 

Any  person  authorized  by  law  to  make,  render,  sign, 
or  verify  any  return  who  makes  false  or  fraudulent 
return,  or  statement,  with  intent  to  defeat  or  evade  the 
assessment  required  by  this  section  to  be  made,  shall  be 
guilty  of  a  misdemeanor,  and  shall  be  fined  not  exceed- 
ing one  thousand  dollars  or  be  imprisoned  not  exceeding 
one  year,  or  both,  at  the  discretion  of  the  court,  with 
the  costs  of  prosecution. 

All  laws  relating  to  the  collection,  remission,  and 
refund  of  internal-revenue  taxes,  so  far  as  applicable  to 
and  not  inconsistent  with  the  provisions  of  this  section, 
are  hereby  extended  and  made  applicable  to  the  tax 
Imposed  by  this  section. 

Jurisdiction  is  hereby  conferred  upon  the  circuit  and 
district  courts  of  the  United  States  for  the  district 
within  which  any  person  summoned  under  this  section 
to  appear  to  testify  or  to  produce  books,  as  aforesaid, 
shall  reside,  to  compel  such  attendance,  production  of 
books,  and  testimony  by  appropriate  process. 

Approved,  August  5,  1909. 


Penalty   for 
Kefusal   or 
Neglect  to 
Make 

Return,  or 
Making 
False  or 
Fraudulent 
Return. 


Ijaws   Made 
Applicable. 


Jurisdiction 
Conferred 
on  United 
SUtes 
Courts. 


APPENDIX  PAGE  149 


Digitized  by  VjOOQIC 


Digitized  by  VjOOQIC 


APPENDIX  F 

Table  of  Contents 

of 

Regulations  45 

This  fable  is  as  it  appears  in  Regulations  45,  except  that  the  refer- 
ences are  to  sections  of  the  Manual  instead  of  to  pages  of  Regulations 
45.  Opposite  each  section  of  the  statute  or  article  of  the  Regulations 
is  the  number  of  the  section  of  the  Manual  in  which  such  provision  is 
referred  to  or  quoted. 

Part  L  Income  Tax  on  IndlHcliialfl  (Sections  210-228). 

IL  Income  Tax  and  War  Profttt  and  Bxeess  ProACt  Tax  on  Cor- 
porations: 

A.  Income  Tax  (Sections  230-241). 

B.  War  Profits  and  Excess  Profits  Tax  (Sections  800-387). 
m.  Administrative  Provisions   (Sections  250-261). 

IV.  Definitions  and  General  Provisions  (Sections  1-206;  1301-1408). 

Part  L 
INCOME  TAX  ON  INDIVIDUALS. 

[The  Mctlon  ntunbers  refer  to  the  Revenue  Act  of  1918  and  the  article 
numbers  to  Reirulations  45] 

Section  210.  Vovmal  tax ^ _.ll.  301 

iirticle  1.  Income   tax  on   Individuals ^ „ «.     11 

2.  Normal  tax  ^ ^ 11 

8.  Persons  liable  to  tax. 292 

4.  Who  is  a  citizen ^ 292 

Beotion  211.  anrtas    - 18.  401 

Article  11.  Surtax    ^ 18 

12.  Computation  of  surtax  _ ^ 18 

IS.  Surtax   on   sale   of   mineral   deposits ^ „ 401 

SMtion  212.  Vet  iBCome  defined. ~ 161,  162.  168 

Article  21.  Meaning  of  net  income 161 

22.  Computation  of  net  income .^.^.. ,^ ....  168 

28.  Bases  of  computation 168 

24.  Methods  of  account  ins ~ — —— l*t 

25.  Accounting  period  * ~ 162 

26.  Change  in  acoounting  period «-. —..  162 

Section  213.  (a).  Oross  income  deftnedc  iaclasloBS 61.  62.  68.  101.  164 

Article  81.  What  Included  in   gross  income 61 

82.  Compensation   for  personal   services ^ ^ ^ 62 

83.  Compensation  paid  other  than  in  cash 62 

84.  Compensation  paid  In  notes « 62 

35.  Qross  income  from  business ^,.. 61 

86.  Liong  term  contracts — .. 164 

87.  State  contracts ^„ „ 891 
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Article  88.  Gross  Income  of  farmers  ^ ~  411 

89.  Sale  of  stock  and  rishta U 

40.  Sale  of  patents  and  copyrigrhts 71 

41.  Sale  of  good  will 71 

42.  Sale  of  personal  property  on  installment  plan ^ 78 

48.  Sale  of  real  estate  In  lots..- -     74 

44.  Sale  cf  real  estate  involving  deferred  payments 78 

46.  Sale  of  real  estate  on  installment  plan ^ 78 

46.  Deferred  payment  sales  of  real  estate  not  on  installment 

plan 78 

47.  Annuities   and    Insurance    policies ~*.~    64 

48.  Rent    and    royalties    ~ 68 

49.  Compensation  for  loss  ^ - 66 

60.  Replacement  fund  for  losses „ ~     66 

51.  For^veness  of  indebtedness .     66 

62.  When  included  in  gross  income 164 

53.  Income   not  reduced   to   possession   —  164 

54.  Examples  of  constructive  receipt ~ ~ -..  164 

Sectloa  813-  0»)*  dross   Inoome   deflneds  ezoliuiloiui,   61,    64,    66,    101, 

891.  392.  893 

Article  71.  What  excluded  from  gross  income 61 

72.  Proceeds  of  insurance  64 

78.  Gifts  and  bequests ^ ~    66 

74.  Interest   upon   State  obligations ^ 101 

76.  Dividends  and  Interest  from  federal  land  bank  and  na- 
tional   farm    loan    association 91.  101 

76.  Dividends  from  federal  reserve  bank..^ ^ 91 

77.  Interest  upon  United  States  obligations 101 

78.  Liberty  bond  exemption  from  normal  tax  in  1918 102 

79.  Liberty  bond  exemption  from  surtax  and  war  profits  and 

excess  profits  tax  In   1918 102 

80.  Liberty  bond  exemption  after  December  31,  1918 102 

81.  Liberty  bond  exemption  in  the  case  of  trusts. 314 

82.  Liberty  bond  exemption  in  the  case  of  partnerships  and 

personal  service  corporations 821 

83.  Income  of  foreign   governments 892 

84.  Income  of  SUtes „ 891 

86.  Compensation  of  State  officers 891 

86.  Compensation  of  soldiers  and  sailors 898 

87.  Income  accruing  prior  to  March  1,  1913 63 

88.  Subtraction  for  redemption  of  trading  stamps.. „ 62 

Ssotloa  813  (o).  Ozoss  tnooms  deflnsd;  noiirssiasnt  alisn  indlTldnal....  802 
Article  91.  Gross  income  of  nonresident  alien  individuals „  302 

92.  Income  of  nonresident  alien  individuals  not  subject  to  tax  802 
[92   a.  When  the  wages  of  a  nonresident  alien   seaman  are 

derived  from  sources  within  the  United  States] .302 

93.  Income  of  nonresident  aliens  from  United  States  bonds....  802 

Sectloa  814  Ca)  (1).  Dsdvotions  allowsd:  bnslnsss  expenses.  111.  112.  803 
Article  101.  Business  expenses Ill 

102.  Cost  of  materials ., Ill 

103.  Repairs    Ill 

104.  Professional    expenses    Ill 

106.  Compensation   for   personal   services 112 

106.  Treatment  of  excessive  compensation 112 

107.  Bonuses  to  employees „ 112 

108.  Pensions  112 

109.  Rentols 111 

110.  E«xpenses  of  farmers 412 

111.  When  charges  deductible « 164 

SMttoa  814  (a)  (8).  Dsdttotlons  allowsd;  interest. 121.  808 

Article  121.  Interest 121 

122.  Interest    on    capital 121 

BsetlOB  814  (a)   C3).  Bsdnotions  allowsd;  taxes 122.  803 

Article  181.  Taxes 122 

132.  Federal  duties  and  excise  taxes 122 

188.  Taxes  for  local  benefits 182 

184.  Inheritance  taxes  — .. 123 

Ssctloa  814  Ca)  (4),  (6)  and  (6).  DsdnotSons  allowed;  losses. 181.  808 

Article  141.  Losses 181 

142.  Voluntary  removal  of  buildings 181 

143.  Loss  of  useful  value - 181 

144.  Shrinkage  in  securities  and  stocks 181 

146.  Losses  of  farmers  ..^ 412 
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Article  1601.  Scope  of  net  losses 184 

1602.  Claim  for  allowance  of  net  loss ^ 184 

1603.  Allowance   of  net  loss .^ 184 

Ssctloa  806.  Timotd  year  with  different  rate*. 81,  82,  88,  46,  822,  888 

Article  1621.  Fiscal  year  with  different   rates ^ 81 

1622.  Fiscal  year  of  corporation  ending  in  1918 82 

1628.  Deductions  and  credits  In  the  case  of  corporation  fiscal 

year  ending  in  1918 ♦ 88 

1624.  Fiscal  year  of  individual  ending  in  1918 88 

1625.  Fiscal  year  of  corporation  or  mdividual  ending  In  1919  82 

Sectioii  806.  Parts  of  inoome  snbjeot  to  rates  for  different  years 

14.    822,  888 

Article  1641.  Parts  of  income  subject  to  rates  for  different  years. 14 

1642.  Stock  dividend  subject  to  rates  for  different  years 14 

Section  1301.  AdTlsory  Tax  Board 284 

Article  1701.  Submission  of  questions  to  Advisory  Tax  Board 284 

1702.  Procedure  before  Advisory  Tax  Board 284 

Seetlon  1306.  Bztension  of  existing  statutes 276 

Article  1711.  Aids  to  collection  of  tax. 276 

Sectioin  1313.  Vraotional  part  of  cent  .. ^........^. ,^. .......... .,-...^-.^~~-~..~-  266 

Article  1721.  When  fractional  part  of  cent  may  be  disregarded 266 

Beetfton  1314.  Medinu  of  payment  of  tax. 266 

Article  1781.  Payment  ox  tax  by  certificates  of  indebtedness 266 

1782.  Procedure  with  respect  to  certificates  of  Indebtedness 266 

1733.  Payment  of   tax  by   uncertified   checks 266 

1734.  Procedure  with  respect  to  dishonored  checks 266 

Seotlon  1318.  Jnrlsdietion  of  district  oonrts. 276,  277 

Seotion  1380.  Deposit  of  TTnited  States  bonds  as  seonrity 183 

Seetlon  1400.  Bepeal  of  former  acts „ 806 

Seetion  1408.  Validating  provision  441 

Seetlon  1406.  Citation  of  act  (App.  p.  69) 

Seetlon  1408.  Znspeotion  of  GoTemment  oontraets. ...........  871 

Seetlon  1300.  Antliority  for  regulations (App.  p.  61) 

Artiole  1800.  Promulgation   of   regulations ...... * ^ 
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APPENDIX  G 

Table  of  Principal  Income  and  Profits  Tax 

Forms 

No. 

Claim  for,  taxes  erroneously  or  illegally  asstM^d...^.. .^.....      47 

Aotual  owner  of  «took —  ^^^_ 

Ownership  certificate  disclosinar lOi? 

Affiliat«4  corvorfttioii»<*< 

Information  return  of. ^,„^^,^,..,^.^^„„..„,.^^, — „.,..,.., 1122 

Aff«nt  for  nonreaideDt  aliea — 

Corporation — 

Annual   r«tum   .^ .^^ .^ — ..^ 1120 

Tentative  return ^.^ , ^ 1021-T 

IndiTidual — 

Annual  return  ~.,*„....„^,..^«,.,.^.^.«.„^..,.^..^.,.,.,.r.^<,-,.,^M..^i,^i040 
TentaUve  return  >..-.>«»^^M»>-^,..^...i.M,^-.,^ m,..>^^^ — 1040-T' 

Agent,  paying,  in  United  8t4tes>  of  foreign  eorporatione.  return  of 
tax  to  be  D«i4  at  source  (Interest  on  l)onde  and  other  similar 
obligations) — 
Annual  ^ . « 1013 

Alien--* 

Claiming  residence  in  United  States,  certificate  of..*..«-<^-.*..-.f«..«^.  107( 
Nonresident,  individual — 

Annual  return  of  normal  income  tax  to  be  paid  at  aource 
(salaries,   images,   rent,  etc,,  paid   to  nonresident  alien 

individuals)    ."...! I~~„„-..».,.^-,,„^.,„^...~^ — ,^, 1042 

Claim  by,  for  benefit  of  personal  exemption  and  credit  for 

dependents   — ^ »«»,tMi»tMw»««-»f»»«t»»«.'«>»»»»«-»»»>*»-»>^^»*  1116 

Income  tax  return  of.  for—  ^  ^ 

Net  incomee  of  16,000  or  lesa^.  ■....m...,^..^^..^.,..^.. JJIS'S 

See  Nonresident'^ilen.  .»-ii-."  .4«..  ......u..-^ m.«-^. 

Annual  informaUon  return  of  payments  of— 

Interest   on   bonds  of   domestic  anq   foreign    corporations  and 

countries,  and  dividende  on  stock  of  foreign  oorporations..i096-B 
fl.OOO  or  more .,.,.>^. ,„-.■.■■«..  ..»»..,..■  „,.,,..^^.m..^-> ..^ 1006 

Annual  petum  of  normal  inoome  tax  to  be  paid  at  sourer— 

Interest  on  tax-free  covenant  bonds  and  ether  similar  obligations 
of  domestic  and   resident  corporations  and   foreign  corpora- 
tions having  a  paying  agent  in  United  States , ..,  1018 

Salaries,  wages,  rent,  etc.,  paid  to  nonresident  alien  individuals 

and   foreign   corporations , ,^ —  1042 

See  Returns. 

Application  for— 

License  to  eolleet  income  from  foreign  countries  (foreign  Items)  1017 
Permission  to  establish  a  replacement  fund,, ..  .  .  ili4 

9Mlks  and  bankers,  substitute  certificate — 

No  personal  exemption 1059 

Personal   exemption ^ ...^..^..-^...^...^ ....- 105t 

Benefieiary,  annual  return  of  income  received  through  fiduciary — 

Ineome  of  more  than  |S,000 ^ -.  1040 

Inoome  of  |5,000  or  legs^ „ , ^ ^ — , — 1040-A 

Tentative ., 1040«T 

Digitized  by  VjOOQIC 


TABLB  OF  INCOMS  AND  PROFITS  TAX  FORMS 

Bond —  No. 

Pending:  determination  of  credit  for  foreign  income  and  profits 
taxes  of — 

Domestic  corporations  lllS 

Individuals  ^ ^ 1117 

Pending  determination  of  loss  in  inventory 1124 

Bonds  of  domestic  and  foreign  corporations  and  countries,  informa- 
tion return  of  payments  of  interest — 

Annual    _ 1096-B 

Monthly    ^ 1096-A 

Bonds,  Interest  on.  domestic  and  resident  corporations — 

Ownership  certificate — 

Tax  not  to  be  paid  at  source 1001 

Tax  to  be  paid  at  source ^ 1000 

Substitute  certificate — 

Tax  not  to  be  paid  at  source ^ 1058 

Tax  to  be  paid  at  source 1069 

Bonds,  interest,  on.  domestic  and  resident  corporations  and  foreign 
corporations  having  a  paying  agent  In  United  States,  return 
of  tax  to  be  paid  at  source — 

Annual  lOlS 

Monthly  _ ^ 1012 

Bonds,  interest  on,  foreiern  countries  and  foreign  corporations,  pay- 
ments of,  ownership  certificate „ ^ ^lOOl-A 

Bonds — 

Tax-free  covenant,  ownership  certificate  used  by  individual  non- 
resident alien  owners  of  (claiming  credits  under  Section 
217)    lOOl-B 

See  Ownership  and  Information  Certificates. 

Under  Sections  214   (a)    (12)  and  284   (a)    (14)  of  the  Revenue 

Act  of  1918 1124 

Brokers'   information    return ^ „ ^ 1100 

Certificate  of  alien  claiming  residence  In  United  States 1078 

Certificate  of  ownership- 
Disclosing  actual  owner  of  stock 1087 

Substitute,   Interest  on  bonds   and  other   similar  obligations  of 
domestic  and  resident  corporations — 

Tax  not  to  be  paid  at  source.... 1058 

Tax  to  be  paid  at  source ^ ~ 1059 

Tax  not  to  be  paid  at  source — 

Dividends  on  stock  of  foreign  corporations  and  interest  on 

bonds  of  foreign  countries  and  foreign  corporations — 1001-A 
Interest  on  bonds  and. other  similar  obligations  of  domestic 

and  resident  corporations ~ 1001 

Tax  to  be  paid  at  source,  interest  on  bonds  and  other  similar  ob- 
ligations of  domestic  and  resident  corporations 1000 

See  Payment  of  Tax  at  Source. 

Used  by  individual  nonresident  alien  owners  of  tax-free  covenant 

bonds  (claiming  credits  under  Section  217) 1001-B 

Claim  by  nonresident  alien  individual  for  benefit  of  personal  exemp- 
tion and  credit  for  dependents 1115 

Claim,  for — 

Abatement  of  taxes  erroneously  or  illegally  assessed 47 

Credit  for  foreign  taxes  paid  by — 

Domestic  corporations  ~ ~ 1118 

Individuals  1118 

Credit  for  taxes  paid  in  excess ~ 47-A 

Refund  of  taxes  erroneously  or  illegally  collected 48 

Collection  of  income  from  foreign  countries — 

Application   for  license ~ — 1017 

License    ~ 1010 

Contracts,  government,  profits  tax  return    (1919)    „ ...1120-8 

Corporations — 

Affiliated,   information   return   of 1122 

Domestic — 

Bond  pending  determination  of  credit  for  foreign  income  and 

profits    taxes    lilt 
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TABLE  OF  INCOMS  AND  PROFITS  TAX  FORMS 

Corporations   (Continued) —  No. 

Claim  for  credit  for  foreign  taxes  paid  by 1118 

Bxcess  profits  tax  return  for  1917 1108 

Income  tax  return  for  1917  (for  all  corporations  except  rail- 
road and  insurance  companies)  1081 

Income  and  profits  tax  return  for — 

Fiscal  period  ended  during  1919 1120-A 

1918    1120 

Income    and    profits    taxes,    tentative    return    and    estimate, 

request  for  extension  of  time  for  filing  return. 108 1-T 

Replacement  fund,  application  for  permission  to  establish. 1114 

Undistributed  net  income  tax  return  for  1917 1112 

Domestic   and   foreign,   information   return   of  payments  of  in- 
terest on  bonds  and  dividends  on  stock — 

Annual    1096-B 

Monthly    1096-A 

Domestic  and  resident — 

Income  and  profits  tax  return,  see  Cor  Derations,  Domestic 
Interest  on  bonds  and  other  similar  obligations,  tax  not  to 
be  paid  at  source — 

Ownership    certificate    1001 

Substitute  ownership  certificate  1058 

Return  of  normal  income  tax  to  be  paid  at  source  in  case  of 
interest  on  bonds  and  other  similar  obligations — 

Monthly  *"r.v.'.r."r.'.3.".7.v.".r.v.vrzrrr.z^^  1012 

Foreign — 

Annual  return  of  normal  income  tax  to  be  paid  at  soul-ce  in 
case  of  salaries,  wages,  rent,  etc,  paid  to  foreign  cor- 
porations   1042 

Dividends  on  stock  of,  ownership  certificate,  tax  not  to  be 

paid  at  source  1001-A 

Having  a  paying  agent  in  United  States,  return  of  normal 
income  tax  to  be  paid  at  source  (interest  on  bonds 
and  other  similar  obligations) — 

Annual  1018 

Monthly  1012 

Information  return  of,  payments  of  Interest  on  bonds  'and 
dividends  on  stock  of — 

Annual  1096-B 

Monthly    1096-A 

Interest  on  bonds  of,  ownership  certificate,  tax  not  to  be  paid 

at  source  1001-A 

Report  of  income  paid  to 1098 

Tentative  return  and  estimate 1081-T 

Insurance  companies,  including  mutual  life  and  mutual  marine 

(income  tax  return  for  1917) 1080 

Mutual  Insurance  companies  other  than  mutual  life  and  mutual 

marine  (income  tax  return  for  1917) 1080-A 

Mutual  life  insurance  companies,  income  tax  return  for  1917.. 1030 

Mutual  marine  insurance  companies,  income  tax  return  for  1917 1080 

Personal  service.  Income  tax  return  for — 

Fiscal  period  ended  during  1919 1065-A 

1918  - 1066 

Railroad  companies,  income  tax  return  for  1917 1090 

Subsidiary,  information  return  of 1122 

See  Returns. 
Credit,  claim  for — 

Foreign  taxes  paid  by — 

Domestic  corporations  1118 

Individuals    1116 

Taxes  paid  in  excess 47-A 

Credit  for — 

Dependents,  claim  by  nonresident  alien  individual  for  benefit  of 1115 

Foreign  income  and  profits  taxes — 

Bond  pending  determination  of,  by — 

Domestic  corporations  1119 

Individuals 1117 

Claim  for,  by — 

Corporations    1118 

Individuals    1116 

Taxes  paid  in  excess,  claim  for 47-A 

Credits,  claiming  of  (under  Section  217),  ownership  certificate  used 
by    individual    nonresident    alien    owners    of    tax-free    covenant 

bonds  1001-B 

Dependents,  credit  for,  claim  by  nonresident  alien  individuals. 1115 
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Dltidends  on  stock  of  foreign  corporations —  Nik 

Information  return  of  k>4^iiient»«^ 

Annual    «*«»>—».«»>*—**•*«*».».**«»<«— »«<fc..«w*^*«»fct4»t*i<«i.inii..j»«»M*—tt*..»*«*t*«>4»i»«..X0yo"B 

Ownership  oertifioate)  tax  not  to  b«  paid  at  •ouir0e<^»ti.niM«^^.!!!l!IlOOl-A 

Domestic  corporations,  see  Corporations*  t>omestid« 

t^ouiestio  and  foreign  corporations,  see  Corporations*  DoftlMtle  and 
FOroi^ft.  •  *-  -^  *-  » 

Dbknestio  and  l^sid^nt  oofporationai,  sOO  CorporAtloftsi  Domeatle  imd 

Resident. 

Estimate  of — 

Corporation  income  and  profits  taxes ^^^s^**^^ — 1081-T 

Individual  income  tax  for  l9iS ~ *M4Mki.M.i.».~1040-T 

Excess  profits  tax — 

Corpotations,  retufn^     ^  ^  ^ 

Fiscal  period  enddd  duwttgr  ill^ ^^« 1120-A 

1918 ^...^. ^ 1120 

1917  . ^s . ^ 1108 

TenUUve    .. .,^.,. - .... .. lOSl-T 

Individual  relUftt  for  lil?.--.* ... ^ - ^.. llOl 

Partnership  return  for  1§17. 1102 

Excess  tax — 

Assessed,  claim  in  abatement ^ * . -. 47 

PalcL  claim  for— 

_   Refund  "^!IZI!IIZ^IIIZ^ZZZZIII!Z'.ZIZIJZZZII^Z^ ^ZlZZZir..     4« 

Withheld,  claim  ior  rofund ..-.,.. 4f 

Executor^ 

Ahttuai  rotura  of  estate  durmfir  Period  of  adaiiiidtration — 

Income  of  15.000  or  less . 1040-A 

Income  of  more  than  15.000 . i.-. 1040 

Tentative  ..^ ^.. ....... ,,..„ m. . ^ 1040-T 

Annual  return  for  and  in  behalf  of  deceased  peraono^ 

Income  of  |5.000  or  less ^ .-. 1040-A 

Income  of  more  than  $8.000 ...» 1040 

Tentative   . ^.^ ^^ ..«.-... ^ ... 1040-T 

lAformatioh  rotura.  all  eases i04i 

liatempuon — 

From  withholding  .^............. ..^. . 1001,  1001»A,  1001-B 

Seo  Ownership  Oertlflcates. 

Personal,  claim  of  nonresident  aliOh  individual  for. 1116 

Expenses  and  ineome.  farm.  dChoduU  of . 1040-F 

Extension  of  time  for  filing  rdtum.  roauost  fof^ 

Corporation  Income  and  profltf  ta^tOS.. — . .... 

individual  income  tax  for  I8II .. 1040-T 

Fann  Income  and  expenses,  dchedulo  of ^ 1040-F 

Farmers,  income  and  expense  schedule 1040-F 

Fiduciary  income  tax  return — 

See  Executor.  Ouardian.  Trustee. 

Fiscal  period  ended  during  1918«^ 

Corporation  income  and  profits  tax  return .....»..^1120^ 

Partnership  ineome  U3t  relum......... *.w..........w*.„.. «...*........l0e5-A 

Personal  service  corporation  income  tax  retttrn........**........**.....».....»lO«5-A 

ForOign  corporations*  see  Corporations,  Foroiffi* 

Foreign  countriea— 

Application  for  license  to  collect  income  fronL..^x..... 4..^ 1017 

Information  return  of  payments  of  interest  on  bonds  of— 

Annual  XM<«*....444«.t.i.i4u<*.*.«*.^...«<.M4.*........i«......««..*.M^t.«......*M«..tMMMk..MM».lv9o-B 

Monthly    .......w...........^... — .... ».... *.^......... u lOfO^A 

interest  on  bonds  Of,  ownership  oertificato,  tax  not  to  bo  paid  at 

source . — ......... . ... .......^ .^...lOOl-A 

License  to  ooHoot  inoome  from.. .......^...............................^..^.^...•m.m  1010 
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TABU  OF  XNCOMX  AND  PROFITS  TAX  FORMS 

Foreiem  income  and  profits  taxes —  No. 

Bond  pendine:  determination  of  oredit  (or,  paid  by — 

Domestic  corporations  1119 

Individuals    1117 

Claim  for  credit  for,  paid  by-^ 

Domestie  corporations  1118 

Individuals  1116 

Forfi^  items —  ^  ,      ,.,_ 

Application  for  license  to  collect  income  from  foreign  countries  ioi7 
License  to  collect  income  from  foreign  oovntri»g.».>. —^.i — ..^.-^^^  xOl» 

Foreign    partnerships,    ownership    certificate    to    b^    furnished    with 
coupons  detached  from  bonds  pf  domestic  corporations — 

No  tax-free  covenant « ^.„,....^,^.^„,«,^.,. —  JJOl 

Tax-free  covenant  .,„.^„„, — »»-.,, ,.....„.-..,„.„.....,., 1000 

Bee  Partnerships. 

Foreign  taxes,  see  Foreign  Income  and  Profits  Taxes. 

Oovemment  contracts  profits  tax  return   (Iftlf)  — —, . 1X80-S 

auftrdian,  annual  return  in  behalf  of  minor—  .^^^  * 

Income  of  |5,000  or  less 1040-A 

Income  of  more  than  $5,000 ^..„,..^„^.«,^, .„-..-„ J040 

Information ,,, — „.„^^. — «  1041 

Tentative   — ^4040-T 

Income — 

Farm,  schedule  of. ^^^^'l' 

Of  $1,000  or  more  paid  during  the  calendar  year,  report  of ^  lOVO 

Paid  to  nonresident  alien  individuals  and  foreign  corporations, 

report   of   , , , ~...  1008 

Income  and  profits  tax  returns  of  corporations,  see  Returns. 
Income  tax  not  to  be  paid  at  source,  see  Tax  net  to  be  paid  at  source. 
Income  tax  returns,  see  Returns- 
Income  tax  tentative  returns,  see  ReturpSt 
Income  tax  to  be  paid  at  source,  see  Ta^c  to  be  paid  at  source. 

Individual — 

Annual  return  of-* 

Income  of  more  than  $5,000 , , ...  1040 

Income  of  $6,000  or  less. 1040-A 

Tentative   „..,., , ., .,, . 104q-T 

Claim  for  oredit  for  foreign  taxes., ,. ,..,.,...,. ^ Ill* 

Excess  profits  tax  return  for  1817 1101 

Income  tax  return,  see  Returns. 

Nonresident  alien,  see  Nonresident  alien  IndlviduaL 

Information — 

At  source,  see  Payment  of  tax  at  source. 
Oortificates— 

Payments  of  interest  on  bonds 1001,  1000,  1001*A,  1058,  1059 

Payments  of  other  income...., ^ . 1098,  1099 

See  Ownership  Certificates. 
Returns — 

Brokers   .. , . 1100 

fiduciary  ^_ ^ 1041 

Partnership ,,,., — , ... 1068,  1065-A 

payments  of  interest  on  bonds  of  domestic  and  foreign  cor* 
Borations  and  countries,  and  dividends  en  stock  of 
foreign  oorporations-^ 

Annual   . 1096-B 

Monthly    „ 1096-A 

Fayments    of    $1,000    or    more   annually— -annual    letter    of 

transmittal ^  1096 

Personal  service  corporation ;.. 1065,  1065-A 

Subsidiary   or  affiliated   corporations.... „ » ~,..  1132 

See  Returns. 

Insurance  companies — 

Mutual  (other  than  mutual  life  and  mutual  marine)  for  iei7....1080-A 
Return  for  1917    (including  mutual  life  and  mutual  marine) 1080 
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TABLE  OF  mCOMS  AND  PROFITS  TAX  FORMS 

Interest  on  bonds  of —  No. 

Domestic  anti  foreign  corporations  and  countries,  information 
return  of — 

Annual   , 1 09 6-B 

Monthly 1096-A 

Domestic  and  resident  corporations  and  foreign  corporations 
having  a  paying  agent  in  United  States,  wlthhdlding 
return  of,  tax  to  be  paid  at  source — 

Annual  lOlS 

Monthly  : «. 1012 

Domestic  and  resident  corporations — 
Ownership  certificate — 

Tax  not  to  be  paid  at  source 1001 

Tax  to  be  paid  at  source 1000 

Substitute  certificate — 

Tax  not  to  be  paid  at  source 1058 

Tax  to  be  paid  at  source ^ 1059 

Foreign  countries  and  foreign  corporations,  ownership  certifi- 
cate, tax  not  to  be  paid  at  source 1001-A 

See  Ownership  Certificates. 

Inventory,  loss  in,  bontt  pending  determination  of 1124 

License  to  collect  foreign  items — 

Application    for    ^ ^ 1 01 7 

Form  ^ 1010 

Life  insurance  company,  mutual,  see  Insurance  Company. 

Loss  in  Inventory,  bond  pending  determination  of 1124 

Marine  insurance  company,  mutual,  see  Insurance  Company. 

Monthly  information  return  of  payments  of  interest  on  bonds  of 
domestic  and  foreign  corporations  and  countries,  and  dividends 
on  stock  of  foreign  corporations  — ^ 1096-A 

Monthly  withholding  return  of  payments  of  interest  on  bonds  of  do- 
mestic and  resident  corporations  and  foreign  corporations  hav- 
ing a  paying  agent  in  United   States ~ 1012 

Mutual  insurance    company,    see    Insurance   Company. 

Mutual  life  Insurance  company,  see  Insurance  Company. 

Mutual  marine  insurance  company,  see  Insurance  Company. 

Net  income,  undistributed,  tax  return  for  1917  by  corporations 1112 

See  Returns,  Individuals,  and  Corporations. 

Nonresident  alien    individual — 

Claim  by,  for  benefit  of  personal  exemption  and  credit  for  de- 
pendents   1116 

Income  tax  return — 

For  1917   ~ 1040-B 

For  1918— 

Income  of  more  than  |5,000 — « 1040 

Income  of  |5,000  or  less  ~ 1044)-A 

Tentative    ~ 1040-T 

For  1919,  net  income  of  |5,000  or  less ~ -1040-C 

Owners  of  tax-free  covenant  bonds  (claiming  credits  under  Sec- 
tion 217),  ownership  certificate  ^ 1001-B 

Report  of  income  paid  to ~ 1098 

Return  of  normal  income  tax  (annual)  to  be  paid  at  source  in 
case  of  salaries,  wages,  rent,  etc.,  paid  to  nonresident  alien 
Individuals  ., - 1042 

Normal  income  tax  to  be  paid  at  source,  see  Tax  to  be  paid  at 
source. 

Obligations,  domestic  and  resident  corporations  and  foreign  cor- 
porations having  a  paying  agent  in  United  States,  return  of,  tax 
to  be  paid  at  source — 

Annual  1018 

Monthly  1012 

See  Information  Returns  and  Ownership  Certificates. 
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Ownership  certlflcatea —  No. 

Disoloslnff  actual   owner  of   stock ^ .  1087 

Tax  not  to  be  paid  at  source — 

Dividends  on  stock  of  foreign  corporations  and  interest 
on  bonds  of  foreign  countries  and  foreign  corpora- 
tions   1001-A 

Interest  on  bonds  and  other  similar  obligations  of  domes- 
tic and  resident  corporations — 

Ebcemptlon  certificate  « 1001 

Substitute  certificate 1068 

Other  Income  (payments  of  |1,000  or  more) 1099 

Tax  to  be  paid  at  source- 
Interest  on  tax-free  covenant  bonds  and  other  similar  ob- 
ligations of  domestic  and  resident  corporations — 

Withholding  certificate 1000 

Substitute  certificate   ^ 1069 

Other   income    (payments    to    nonresident   alien    individuals 

and  corporations)  ^  1098 

Used  by  individual  nonresident  alien  owners  of  tax-free  cove- 
nant bonds    (claiming  credits   under   Section   217) 1001-B 

See  Information  Certificates. 
Partnership — 

Claims  of  exemption  from  withholding  at  source   (bond  inter- 
Excess  proflts"tax*"re7ura  1102 
Income  tax  return  for — 

Fiscal    period    ended    during    1919 1086-A 

1918   .....: 1086 

See  Returns. 
Paying  agent  in  United  States  of  foreign  corporations,  return  of  nor- 
mal income  tax  to  be  paid  at  source  in  case  of  interest  on  bonds 
and  other  similar  obligations — 

Annual  1018 

Monthly    1012 

Payment  of  tax  at  source — 
Annual    return    of — 

Interest  on  bonds  and  other  similar  obligations  of  domes- 
tic and  resident  corporations,  and  foreign  corporations 

having  a  paying  agent  in  United  States 1018 

Salaries,  wages,  rent,  etc.,  paid  to  nonresident  alien  indi- 
viduals  and   foreign   corporations .  1048 

Monthly   return   of,   Interest  on    bonds   and   other   similar   obli- 
gations of  domestic  and  resident  corporations  and  foreign 

corporations  having  a  paying  agent  in  United  States 1018 

Ownership   certificate — 

DiviVlends  on  stock  of  foreign  corporations  and  interest  on 

bonds  of  foreign  countries  and  foreign  corporations 1001-A 

Interest  on  bonds  and  other  similar  obligations  of  domes- 
tic and  resident  corporations — 

Tax  not  to  be  withheld  1001 

Tax  to  be  withheld 1000 

Report   of — 

Income   paid   to   nonresident   alien   individuals   and   foreign 

corporations    « 1098 

Payments  of  |1,000  or  over  made  during  the  calendar  year  1099 
Substitute  certificate —  ^         ^    ^,         ^,^       ,  ^   , 

Interest  on  bonds  and  other  similar  obligations  of  domes- 
tic and  resident  corporations — 

Tax  not  to  be  withheld. 1068 

Tax  to  be  withheld 1069 

Payments  of — 

Foreign  taxes,  claim  for  credit  by — 

Domestic  corporations Ulf 

Individuals lll« 

Income — 

Of  81,000  or  more,  anunal  information  return  of 1098 

Of  $1,000  or  more  made  during  the  calendar  year,  report  of  1099 
To  nonresident  alien   individuals  and  foreign  corporations, 

report  of  ^; 1098 

Interest  on  bonds  of—  ^  ^^  ^  ^_j  ^   ^,  . 

Domestic  and  foreign  corporations  and  countries  and  divi- 
dends on  stock  of  foreign  corporations,  informa- 
tion return  of —  ^^^^  ^ 

Annual J5!J-? 

Monthly 1098-A 
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Payments  of   (Continued) —  NO* 

Interest  on  bonds  of   (Continutd)—  .  •      . 

Domestic  and  resident  corporations  and  foreign  corpora- 
tions hBvinff  a  pairing  affent  in  United  8tatM»  with- 
holaing^  return  of — 

Annual  ^ ^ ^ „^ » ^ —  1013 

Monthly    .............♦.^...** v — ^..,.^^...* ........ 1012 

Salaries,  wages,  rent,  eto«i  made  to  nonresident  alien  individ- 
uals and  foreign  corporations,  annual  return  of  inoome  tax 
to  be  paid  at  source u....... »»....-....k.-.. 1042 

I^kiBonal  exemption,  claim  fof-=- 

By  nonresident  alien  individual.. „ ~ 1116 

IB  eaftft   6f   fbfelgn   llfems , ., lOOl-A 

In  e&de  of  mt^rest  t>n  bonds  of  other  isimiiar  obligations  of 
domestic  and  resi'dent  corporations,  containing  a  tax-free 
coYonant  clause — ~.  1001 

PVOflts  taxes,  foreign — 

Bottd  pending  aetormltiatlon.of  oredit  for,  by^~ 

Domestid  cofporations z»^........^.^^.......... — ....... —  1119 

Individuals  ....,..*........^^.^......»............^,.u i****  1117 

Claim  for  credit  of  payment  of,  by — 

Corporations   ....^^.............^ . ....... — ».....*-...«*»*u.....^.. . ...........^^.  1118 

nidivldufels   .^............  1116 

Pirolits  tax  return  of — 

Corporations — 

For    flsoal    period    ended    duflng    19il> *. ,..., 1120-A 

For  1918    .... ...*. . 1120 

For   1917    :. .».-  1108 

Obvemment  aontraots   (1910)   ,. y.......^.........^...^.^.... ^.....^ 1120'fi 

T«nUtlYe    ..,,...,H...*^tv»..^...»^».^.«.4 ^.....^ — *^.4.^»„***w.- w»1031-T 

Individuals  for  1917 , . w.*^.- ..w....^.»»...  1101 

Partnerships  for.  1917 .........^ 1102 

See   Excess   profits  tax. 

Railroad  corporation  return    (inoome  tax,  1917)....«...^ .........^....^... ..  1090 

Record  ^owners  of  stock  (citizen  or  resident),  annual  rdtliMi  fof  &nd 
la  bdhftlf  6f  nohrdsident  alien  individual  actual  owner — 

Income  of  more  than  |5,OO0  ....».„ ......... . 1040 

Of  15.000  or  ledd . 1040-A 

Tentative   . w v.. 1040-T 

Refund,  tslaitti  fof-* 

BS^edH  tax  Withheld . 46 

Taxes  erfOfiftoutily  or  Illegally  oollected.... 46 

Rent--* 

Annual  return  of  normal   Income  tax  to  be   paid  at  source  to 

nonresident  alien  individuals  and  foreign  odrporatlons..... 1042 

Report  of,  when  paid  to  nonresident  alien  indivi'duals  and  for- 
eign   corporations    ^........... v*...^ ..........*. 1098 

tteplaeement  fund,  application  tot  permisBlon  to  festabilsh .^ ^  iii4 

Report  Of  ino6ftie  paid^ 

Of  11.000  or  more  during  the  calendar  year..... w 1099 

TO  &oAr«ttidefit  alien  indlvidualB  and  foreign  cofporationa.. 1098 

Residenoe  In  United  StntM,  oertlflcata  of  alien  claiming 1078 

Resident  corporations,  see  CorporatlOAfi.  l^oinestic  and  Resident. 

Rttums— 
Income — 

Corporations — 

Excess  profits  tax  for  1917 ...^ -. . 1103 

For  all  corporations  except  railroad  anti  insurance  Com- 
panies for  1917 .- -.  1081 

For  fiscal  period  ended  during  1919 ....» il20-A 

For  undistributed  net  income  for  19 it .......*....*^.- 1112 

Qovernment  contracts    (1919) .^..^ 1120-S 

Profits  tax „ „ 1120 

Tentative    . 1081-T 

Individuals- 
Excess  profits  tax  for  1917........^. *^ 1101 

For  net  income  or  more  than  IS.OOO  . 1040 

For  net  income  of  15,000  or  less 1040-A 

Tentative  . ^ 1040-T 
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JUturns    (Continued) —  No. 

looome  (Continued)—  . 

Insurance    companies   for   If  17    (Including   mutual   life   and 

mutual  marine;  „ „ 1080 

Mutual   insuraaca  oompanlea   for   1917    (othar  than   mutual 

life  and  mutual  marine) ^. 1030-A 

Partnerships — 

Excess  profits  tax  for  1917 1102 

For  1918  1065 

_      For  nsoal  period  ended  during  1919 1065-A 

Pereonal  aervioe  corporaticns — 

For  1918  _ .      1065 

For  fiscal  period  ended  during  1919 ^.^.^^.^...^,_.,  1065-A 

Railroad  corporations  (income  tax  for  1917)„...,„^.,^,„^^..,^  1090 
Information — 

Brokers  «^.„-. 1100 

riduciary  _„. „ „ . „„.,..1041 

Partnership  . ,...1066.  lOOS-A 

Payments  of  |1,000  or  more,  annually „„ ^ 1096 

Payments  of  interest  on  bonds  of*  domestic  and  foreign  cor- 
porations «nd  countries  and  dividends  on  stock  of 
foreign  corporations- 
Annual  ^ 1096-B 

Monthly  .  .^^.^^ 1096-A 

Personal  service  corporation  --^ ^ 1065.  1066-A 

Subsidiary  or  affiliated  corporations „„ ,...,.. 1122 

Withhold)  ing,  normal  income  tax  to  be  paid  at  source  in  oas# 
of' — 
Interest  on  bonds  and  other  similar  obligations  of  domestic 
and   resident   corporations  and   foreign   corporations 
having  a  paying  agent  in   United  States — 

Annual  1018 

Monthly  ^ 1013 

Salaries,  wages,  rent.  ete..  paid  to  nonresident  alien  individ- 
uals and  foreign  corporations,  annual..^....... 1042 

Salaries,  paid  to  nonresident  alien  Individuals  and  foreign  corpora- 
tions— 

Annual  return  of  normal  income  tax  to  be  paid  at  source ^ ^  1042 

Report  of  ^ - „ « „. 1098 

Schedule  of  farm  income  and  expenses ^ ,^.^...*..^*.^.*.~...»«.,»....^1040-F 

Source,  payment  of  tax  at,  see  Payment  of  tax  at  source. 

atook— 

Actual  owner  of,  ownership  certificate  disclosing-,.,.-*....,...—...*^.-.-'*  1087 
Foreign,  dividends  on — 

Information  return  of  payments—  ^      _ 

Annual  ^ 1096-B 

Monthly .. ^ 1096-A 


ily    . 
'Ship 


Ownership  certificate,  tax  not  to  paid  at  source 1001-A 

Subsidiary  corrorations,  information  return  of  ...... — ... XX88 

Substitute  certificate  of  ownership,  for  use  of  responsible  banks  and 
bankers  in  case  of  interest  on  bonds  and  other  similar  obliga- 
tions of  domestic  and  resident  corporations — 

Tax  not  to  be  paid  at  source 1058 

Tax  to  be  paid  at  80urQe,^.„„..„„.^.,.„„....,«„.^..... — .„.„... — „.....-,..  1059 

Brroneously  or  Illegally— 

Assessed,    claim   for   abatement . 47 

Collected,  claim  for  refund „ 46 

Withheld,  claim  for  refund ...... 46 

Foreign,  see  Foreing  income  and  protfls  taxes. 

Paid  in  excess,  claim  for  credit — «...    47-A 

Tax-free  covenant  bonds,  ownership  certificate  used  by  individual 
nonresident  alien  owners  of    (claiming  credits  under  Section 

217)    - 1001-B 

See  Ownership  Certificates  and  Tax  to  be  paid  at  source. 

Tax  not  to  be  paid  at  source — 
Ownership  certificate — 

Dividends  on  stock  of  foreign  corporations  and  Interest  on 

bonds  of  forelgrn  countries  and  foreign  corporations 1001-A 

Interest  on  bonds  and  other  similar  obligations  of  domestic 

and   resident   corporations   ...-....—.-.«..»— ..^.—.-«.-~.. 1001 
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Tax  not  be  paid  at  source  (Continued) —  No. 

Report  of  income  of  |1»000  or  more  paid  during  the  calendar  year  1099 
Return  of  information,  of  payments  of — 

Interest  on  bonds  of  domestic  and  foreign  corporations  and 
countries  and  dividends  on  stock  of  foreign  corpora- 
tions— 

Monthiy~**.3i™rzzriT!Z!Zi;;iiz!!zizzn;z;zz™Z!io96'A 

$1,000  or  more  annual  1096 

Substitute  certificate  of  ownership,  interest  on  bonds  and  other 

similar  obligations  of  domestic  and  resident  corporations 1068 

Tax  to  be  paid  at  source — 

Ownership  certificate,  interest  on  tax-free  covenant  bonds  and 
other  similar  obligations  of  domestic  and  resident  corpora- 
tions      1000 

Report  of  income  paid  to  nonresident  alien  individuals  and  for- 
eign  corporations    1098 

Returns  of — 

Interest  on  bonds  and  other  similar  obligations  of  domestic 
and  resident  corporations  and  foreign  corporations 
having  a  paying  agent  in  United  States — 

Annual    1018 

Monthly  1012 

Salaries,  wages,  rent,   etc.,   paid  to  nonresident  alien   indi- 
viduals and  foreign  corporations,  annual 1042 

Substitute  certificate  of  ownership,  interest  on  tax-free  covenant 
bonds  and  other  similar  obligations  of  domestic  and  resident 
corporations    lOBf 

Tax  returns,  see  Returns. 

Tentative  return  and  estimate,  and  request  for  extension  of  time 
for  filing  return  for  1918 — 

Corporation  income  and  profits  taxes 1081-T 

Individual  income  tax  1040-T 

Time  for  filing  return,  request  for  extension  of,  for  1918 — 

Corporations    ^ * 1081-T 

Individuals    -. 1040-T 

Trustees,  claim  for  exemption  from  withholding  at  source  of  income 

from  bonds,   etc. 1001 

See  Fiduciary  and  EiXeoutor. 

Undistributed  net  income  tax  return  of  corporation  for  1917 HIS 

United  States,  certificate  of  alien  claiming  residence  in 1078 

Wages,  normal  income  tax  to  be  paid  at  source  In  case  of  nonresident 
alien  individuals  and  foreign  corporations — 

Annual  return  of. 1042 

Report  of  1098 

Widow,  annual  return  at  end  of  vear  in  which  husband  died — 

Income  of  more   than   $6,000 1040 

Income  of  $6,000  or  less 1040-A 

Tentative  return 1040-T 

Withholding  agent,  list  returns  of  normal  income  tax  to  be  paid  at 
source- 
Interest  on   bonds   and   other   similar  obligations   of   domestic 
and  resident  corporations  and  foreign  corporations  hav- 
ing a  paying  agent  in  United  States — 

Annual    1018 

Monthly    1012 

Salaries,  wages,  rent,  etc.,  paid  to  nonresident  alien  individuals 

and  foreign  corporations,  annual 1042 


Withholding  certificates,  see  Ownership  certificates,  tax  to  be  paid 
at  source. 

Withholding  returns,  see  Returns,  withholding. 
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APPENDIX  H 

Table  of  Treasury  Decisions 

relating   to  the 

Revenue  Acts  of  1909,  1913,  1916,  1917  and  1918 

[The  references  are  to  the  sections  of  the  Man- 
ual in  which  the  Treasury  decisions  are  cited.] 

T.  D.  DATE  SUBJECT  S 

1521  July    26,  1909 Sales  of  property  for  taxes 277 

1534  Aug.    21,  1909 Lists  prepared  by  collectors 27« 

1536  Aug.    28,  1909 Section  38  of  Act  of  Aug.  6,  1909 (App.  B) 

1571  Dec.      8,  1909 Regulations   31   ^ (See  p.   439) 

1578  Jan.      4,  1910 Returns  only  for  calendar  year J12,  162 

1583  Jan.    18,  1910 Interest  on  United  States  bonds  included 101 

1588  Jan.    24,  1910 Method  of  accounting  ^..72,  132.  163 

1592  Feb.      6.  1910 Time  for  filing  returns  251 

1694  Feb.    17.  1910 Inspection  of  returns 254 

1595  Feb.    28.  1910 Interest  on  unassumed  mortgage 111 

1600  Mar.    14.  1910 Foreign    steamship    companies. 302 

1606  Mar.    25,  1910 ...Criminal  prosecution  277 

1606  Mar.    29.  1910 Synopsis  of  rulings.  15,  61.  71.  72.  101.  111.  116. 

121.  131.  141.  151.  241.  293.  302.  381 

1611  April    4.  1910 Massachusetts  trusts  taxable  293 

1615  April  15.  1910 Dissolution  of  corporation 242,  277 

1616  April  16.  1910... Disclosure  of  information. » . .  254 

1617  April  19.  1910 Examination  of  books  276 

1633  May    27,  1910 .Additional   notice   and   demand .. 274 

1634  May    27.  1?**  «— --   — ^  municipal  corporations 391 

1651     Aug.    27.  II  Bd  checks 266 

1654  Sept.  16.  II  ate  sold  under  distraint ..  277 

1655  Sept.  24.  II  and   loan   associations 383 

1659     Oct     20,  II  id  demand 274 

1664  Nov.    17.  1!  \  for  forms 243 

1665  Nov.    28.  II  e  order  regarding  inspection ^  264 

1673     Jan.    30.  II  i  of  dissolution 242 

1676  Feb.    14.  IJ  of  rulings.   15.   61.   71.  72.  101,  111. 

116.   121,   141.   151.   241,  802,   381 

1677  Feb.    17,  1911 Building  and  loan  associations 383 

1685  Mar.    17,  1911 Flint  v.  Stone  Tracy  Co. — (See  p.  239) 

1686  Mar.    20,  1911 Eliot  v.  Freeman  16 

1687  Mar.    20,  1911 Zonne  v.  Minneapolis  Syndicate 16 

1692  April  20,  1911 Failure   to  file  return 276,  278 

1698  May    23.  1911 Offers  in  compromise 278 

1701  May    27,  1911 Fifty  per  cent  penalty 272,  278 

1702  June     2.  1911 Extensions  of  time^ 252 

1706  June     8.  1911 . Tentative    returns   248 

1706  June     9.  1911 . Unrealized  appreciation  in  value 131,  168 

1710  July      6.  1911 (Corporations  doing  no  business 242.  272 

1711  July      6,  1911 Amended  returns  . — 272.  27f 

1713  July    10.  1911 Mutual  corporation  381 

1720  Aug.    11,  1911 Offers  in  compromise  278 

1727  Aug.   26.  1911 Insurance  reserves  and  discount  on  bonds.  76.  862 

1729  Oct.       9.  1911 Returns  by  corporations 242 

1736  Dec.      4.  1911 United  States  v.  Gton<  ral  Inspection  Co., 

242.  274.  816 

1737  Dec.      6,  1911 Agricultural   and  horticultural   corporations.  882 

1738  Dec.      6.  1911 Fraternal  beneficiary  societies ^ 884 

1740     Dec.      6,  1911 (UivU  actions  for  penalties 276,  277 

1742  Dec.    16,  1911 Synopsis  of  rulings,  16,  61.  71.  72.  101.  111. 

116.  121.  141.  161.  241.  302,  881 

1743  Dea    16.  1911 Insurance  company  dividends 862 

1746     Jan.      2,  1912 Prohibition  of  disclosures  — - 264 

1764    Jan.    22,  1912 Depletion  of  gas  wells 162 
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T.  D. 


1769 
1760 
1768 
1771 
1778 

1774 
1784 
1788 
1796 
1796 
1806 
1830 
1838 
1838 
1841 
1847 
1848 
1860 

18S2 
1867 
1859 
1868 
1864 
1866 
1882 
1886 
1887 
1890 
1891 
1892 
1898 
1894 
1896 
1897 
1901 
1902 
1908 
1904 
1906 
1906 
1907 
1908 
1909 
1910 
1911 
1912 
1913 
1914 
1915 
1916 
1917 
1918 
1980 
1982 
1923 
1926 
1927 
1928 
1929 
1922 
1983 
1984 
1936 
1987 
1988 

ihh 

1941 
1942 
1943 
1944 
1S45 
1946 
1947 


DATS 
an.  22.  1918... 
Feb.  6.  1912.. 
Feb.  26.  1918... 
Mar.  22.  1912... 
April  80,  1918... 
May    21.  1918^. 


May 

July 

July 

Sept. 

Sept. 

Oct 

Feb. 

Feb. 

Mar. 

Mar. 

April 

May 

May 


21.  1912.. 

1.  1912.. 

26.  1912.. 

10.  1912.. 
18,  X918.. 

9;  1918.. 

1.  1918.. 

18.  1918.. 

11.  1918.. 
18.  1918.. 
14.  1913.. 

1,  1918.. 

17.  1918.. 


SUBJECT  S 

.Depletion  of  oil  wells 161 

..Returns  of  income 242.  262.  272.  276 

-Brown  y.  Foster ^ 286 

-Tax  on  bank  shares 128 

-Tax  on  bank  shares 12» 

-U.  S.  V.  Oen.  InspeoUng  &  LK>adin8:  Co.. 

i42.  274.  81f 

-IT.  S.   V.   MlllUry  Construction  Co 242 

-United  States  v.  Acorn  Rooflnc:  Co 242,  276 

-Straus   V.   Abrast    Realty   Co 285 

-Offers  in  compromise ~...  278 

-Stratton's  independence  v.  Uowbert,  10.  68.  11.  151 

-Returns   and   exemption 242.  381 

-Pacitic  Bldg.  &  LK>an  Assn.  v.  Hartson 383 

-Depletion  of  mines  ^ 161 

-Abatement  and  refund  of  penalties 281 

-Filing  notice  of   lien 277 

-JdcCoach  V.  Minehill  &  S.  Ry.  Co 15 

-Prosecution  for  failure  to  make  returns 277 

-Gen.  Inspection  &  Ltoadins:  Co.  v.  U.  S 

•^»  •74.  816 
12.  276 
....  Ill 
....  288 
_  298 
....  276 
^..  111 
pp.  D) 

....  211 

L...  211 

)1.  228 

>4.  211 

....  211 

....  811 

^  81 

-..  228 

....  828 

....  288 

-..  822 

Bl.  828 

L2.  816 

_  222 

....  211 

....  838 

^..  101 

-..  222 

....  222 

11,  161 
....  228 
-..  822 
_  282 
....  228 
L6.  884 
_  822 
....  101 

12.  841 
....  822 
....  262 
....  248 
_  222 
....  262 
..-  887 
....  841 
r6.  277 
....  16 
....  262 
....  243 
....  883 
-..  46 
12.  816 

-..  101 

-     18 
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TABLE  09  TfiSASUST  DSaaiOH8 

T.  D.           DATE                                        SUBJECT                                        '  | 

1948     Pel».    la,  1914 Return  of  tax-paid  inoome. 45 


1S60     Feb.    19.  1914...-     ^Time    for    filing    returns....^ 252,    272,  275 

195$     Mar.      2.  1914 Extension  for  cltiaena  abroad ^ Ht 

1955     Map.    10,  1914 Ownership  certlfloates  ..^ ^,..,  Ill 


1956  Feb.    14,  1914^ Inquiries  referred  to  collectors, 

1957  Mar.    12,  1914 Income  of  partnerships  , IS  , 

'^"^    "       ■ ..ill.  11 


1950  Mar.  18,  1914 Deduction  of  interest — I.....,-,, 111,  II 

1951  Mar.  19.  1914.... GertlHcates  of  fldudarlea  ,-r^r..t -  I? 

195?  Mar.  20.  1914 Dlselo9ure    of    returns ,.^„, , ,...     5- 

1953  Mar.  18,  1914 «,Aoceptano€  of  certified  cheoks...., ,., 61 

1955  Mar.  23.  1914 Advance   payment   of   tax   withheld.., 211,  111 


1957     Mar,    25,  1914 Corporations  exempt  frgm  wlthhPldlniT..., 

*•  21,  1^"  "^  


22  i 


1973  April  21,  1914 Return  of  withholding ..    .       .     .  .  ^^^ 

1974  April  21,  1914 Withholding    from   registered    interest ^..  ;  2; 

1976  May      2,  1914..T^.,-.Ownerpntp  certificates  ^,„.„...,., ^^  %% 

1977  May      2,  1914.  .„ Certificates  by   foreign   banks , , — „„. 222 

1979  May      9.  1914 Fort  Pitt  Gas  Co.  y.  United  S^at^.., 218.  !I6 


1913     May    28.  1914...^,^Dodge  v.  Osborn  ., ^, ,...,..., 

"'""^     ""      ""    1914 ..Ownership  certificates 

l914,..,.,.„.Substitute  certifioatea  

1914 ..Certificates  of  fiduciaries 


1986     May    29,  19i4,..,.,.„.Substitute  certifioatea 

1917  May    29,  1914 Certificates  of  fiduciarl 

1918  June     2,  1914 ....^Certificates  by  domestic  banks 


1985  May  28.  1914 ..Ownership  certificates  

May  29,  1^'  '  ^ ' 

y  29,  1 

1989  June  2]  19l4..!I!..ZDeduction^f  loss  from  sales ',..., 

1990  June  1.  1914..^,.,.Acc«iPtance  of  certified  ohecks...,.., , ..,,...  J 

1991  June  1,  1914 Nat.  Bank  of  Com.  v.  Allen ^ 1|8    ^ 

1992  June  4,  1914 Bonds  of   foreign  cor|;>oratlona.... 

199$  June  6,  191 4-.,...... Deduction  of  Interest ,.. 

1995  June  12,  1914„ Notice   and   demand   ,..., ,., 27 

1996  June  16,  1914...^.^Co-oparatIve  dairies 


1997  June  16.  1914.._.^fteturn  of  withholding ., 213,  ^ 

1998  June   16.  l9l4.^.„.^Exemption  certiflcatea  ..,.,..„....,., l_ 

1999  June   24.  1914.,.. .N.  Y.  C.  &  H.  R.   R.  Co.   v.  Gill,.,. 11 

2000  June   25.  1914 Payton  and  W.  Traction  Co.  v.  Otuivc^n II 

2001  June  22.  1914 Fiseal  years  _: ,.,....^....,.. 81 

2003  June  26,  19l4.,.«^...Notice   and   depnand   ..., 1 ., ., 8T4 

2005  July      8,  1914 Deduction   of   losses   ..., ,„ 131 

2006  July   16,  1914 Foreign  corporations 813,  891 

2011  July   28,  1914 Commissions  on  renewal   premiums.. , 61 

2012  July    30,  1914 Exemption   oertificates , tit 

2013  Aug.   12,  1914 Withholding  from  nonresident  aliens. Ill 

2015  Aug.   13.  1914 Offers    in   compromise    17" 

2016  Aug.    18.  1914 Inspection    of    returns    II 

201T  Aug.    25,  1914 Nonresident  aliens  10 

2020  Sept.  25,  1914 Ownership   certificates   II 

2022  Oct.       3,  1914 Ownership   certificates 

2023  Oct.     12,  1914 Foreign    Items 

2024  Oct     16.  1914 Copies   of   returns    

2021  Oct,     24,  1914 ^..Notice  and  demand  .... 

2099  Oot.     24,  1914 Fiscal  years  „.. 

2080  Oct.     18,  1914 ^..Exemption    eertifioate   ,...,.,....,.; „...  |i  | 

2048  Nov.    12,  1914 Inoome  from  dividends  ...^....,.,... $ 

2077  Nov.    21,  1914 Sale   of   capital   assets   ;...,..:.„..,: 71.  14 

2079  Nov.    24.  1914 Commutation   of   quarters    ,.. i.-*2,    113,  ll 

2090  Deo.    14,  1914 ..Synopsis  of  rulings.  12,  62,  63,  M.  8^.  ^1.  91. 

111.  141.  222.  )Vl.  Ill,  881.  in 

2109  Dec,    28,  It  '^ 

2111  Jan.     12.  1( 


..«.(.. 


ITT 


2)30     Jan.     18,  II  i;i 

2181     Jan.    19,  IJ  *' 

2185     Jan.     28.  1! 


•ii 
HI 


2187  Jan.  80.  }| 

2141  Jan.  28.  ll 

2142  Feb.  5,  1! 
2146  Feb.  9.  1] 
214t  Feb.  9,  IJ 
2151  Feb.  12,  1] 
2153  Feb.  4,  IJ 
2151  Feb.  19,  11 

2161  Feb.  19,  11                                                                                                           151 

2i62  Feb.  24,  11                                                                                                        Iai 

2163  Feb.  18,  11                                                                                                           •ji 

2166  Mar.  4,  11                                                                                                           iff 

2)74  Mar.  12.  11                                                                                                           lA 

2lt$  Mar.  12;  H                                                                                                  III 
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T.D. 
2185 

2188 
2190 
2198 
2196 
2198 
2201 
2209 
2210 
2224 
2226 
2281 
2242 
2268 
2261 
2262 
2266 
2267 
2274 
2286 
2289 
2290 
2291 
2300 
2801 
2802 
2808 
2811 
2818 
2817 
2820 
2824 
2825 
2387 
2843 
2844 
2845 
2846 
2849 
2858 
2860 
2866 
2867 
2874 
2875 
2877 
2382 
2886 
2388 
2894 
2396 
2899 
2401 
2402 
2407 
2412 
2425 
2427 
2428 
2488 
2486 
2441 
2442 
2446 
2446 
2447 
2451 
2452 
2468 
2475 
2476 
2481 
2494 
2499 
2601 


DATE 
April  1,  1916« 


SUBJECT  S 

Baldwin  Locomotive  Wks.  v.  McCoach 1.. 

Ki  «i  76,  181 
.....  286 
....  222 
..-  278 
.....  855 
28,  276 
...-  182 
....  277 
....  114 
.....  182 
....  266 
14,  815 
Bl.  292 
..-.  222 
._.  121 

112 

....  278 
....  814 
Bl.  98 
...-  15 
12,  816 
P.  440) 
Tl,  181 
h  440) 
_  885 
....  285 
SI,  285 
.....  278 
D2,  804 
-...  211 
-.-  121 
....  211 
.....  222 
....  821 
LS,  141 
....  222 
„...  16 
....  802 
....  278 
....  222 
pp.  C) 
fi,  281 
p.  440) 
....  222 
_  281 
....  222 
....  805 
....  805 
LI,  805 
....  285 
....  288 
....  222 
....  805 
....  804 
LI,  881 
....  804 
....  892 
....  12 
L5.  121 
....  168 
II,  161 
..„  121 
....  63 
....  252 
_  151 
....  162 
II,  852 
_  805 
_  288 
^..  891 
_  862 
11,  161 
_  892 
•...  114 
....  868 
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T.  D.  DATE  SUBJECT  i 

2606  June  28.  1917 Towne  v.  Blsner  9Z 

2507  July     2.  1J17 Philadelphia,  H.  A  P.  R.  R.  Co.  v.  Lederer 285 

2611  July   12.  1J17 Bonds  for  release  of  property ~ 277 

2512  June     8.  1917 Dividends  paid  in  liberty  bonds 92.  101 

2618  Auu.   24.  1917 Extension  of  time  for  returns * 262 

551J  ^"*-   *?'  }?^7 Premiums  on  business  Insurance HI 

25!?  9^\    A*  iill Act  of  October  3.  1917 (App.  B> 

?5?1  S®P^  29,  1917 Veriflcatlon   of   returns   --...  248 

2640  Oct.     10,  1917 Dividends   from   reserves   ~    94 

?fil  S^^    ??•  JJ^^ Investments  in  liberty  bonds 121.  192 

2?!2  9^^    1S»  ^lll I^wellyn  v.  Gulf  Oil  Corporation — 84.  91.  861 

llil  9°^    Ih  liil ^Withholding  from  foreigm  corporations...^.. — ^221 

2fi2  S^^     2S»  J2JI Act  of  Sept.  8.  1916.  as  amended.... (Apps.  B^and  C) 

2ff2  2^i-    52'  ^?^^ ^War  excess  profits  tax  provisions <App.  B) 

2568  Oct,    26.  1917 Schedule  of  taxes *— 

25211  9P^    ^2»  }J^7 Extension  for  fiscal  year  returns ;--i-rk-  ?5J 

2570  Nov.     6.  1917 Undistributed  net  income 64.  812.  842 

2fii  S®^-   i2'  nil Extension  of  Ume  for  returns ......  262 

2684  Nov.   20.  1917 Penalty    for    delinquent   returns 211.  272 

2§?5  H®^-   -!•  ^^^7 Exemption  of  liberty  bonds 102 

25!?  U<>^-   28.  1917 Discontinuance   of   substitute  certificates 222 

2522  5*^-      '•  ^^^^ Allowance  of  excess  profits  credit 21 

2525  2®^-    l'»  1*1^ Personal  sureties  secured  by  bonds 188 

2609  Dea    19.  1917 Inventories  72 

2519  5®^-    22»  ^^V Tangible  and  Intangible  property 178 

2611  Dec    20.  1917 Salary  allowances 112 

2612  Dec.    20.  1917 Salaries  from  partnership  62 

2618  Dec.    20.  1917 Interest    deductible    by    partnerships 121 

2614  Dec    20,  1917 Return  of  prewar  Invested  capital * 242 

2616  Dec    18.  1917 Extension  for  fiscal  year  returns. 262 

2616  Dec    11,  1917 Special  compensation  to  employees 112 

2620  Dec    17,  1917 West  End  St.  Ry.  Co.  v.  Malley — 16,     68 

2622  Dec    26,  1917 Advance  paymenU  In  Installments 261 

2522  5®<^    2*»  1*1^ Withholding  from  bank  Interest 211 

2626  Dec    17.  1917 Deduction  of  accrued  Interest — 121 

2627  Dec    28.  1917 Payment  by  uncertified  checks 266 

2681  Jan.    19.  1918 C.  A  A.  R,  R.  Co.  v.  United  BUtes. 61,  181 

2632  Jan.    21.  1918 Notice  of  fiscal  year 162.  823 

2638  Jan.    28.  1918...,....«Ehcten8lon  for  fiscal  year  returns ~ 262 

2684  Jan.    21,  1918 ^Towne  v.  Blsner  98 

2636  Jan.    24,  1918 Release  of  tax  withheld  218 

2689  Jan.    28.  1918 Payment  by  certificates  of  Indebtedness 261 

2649  Jan.    80.  1918    Inventories  by  dealers  in  securities 72 

2660  Feb.      9.  1918 Extension  of  time  for  returns 252 

2652  Feb.      6.  1918 Withholding  from  bank  Interest 211 

2664  Feb.    19,  1918 Claims  for  abatement  and  refund 281.  288 

2656  Feb.    16.  1918 Payment  by  certificates  of  Indebtedness -..  266 

2659  Feb.    28.  1918 Apportionment  of  dividends 14.     91 

2660  Mar.     1,  1918 Compensation  of  employees  In  the  service 112 

2661  Mar.     6,  1918 Camp  Bird  v.  Howbert - 276,  281 

2662  Mar.      6,  1918 Consolidated  returns  .. 861 

2868  Mar.      8,  1918 Credit  of  overpayment ~ ~  282 

2665  Mar.      8.  1918 Net  income  of  farmers 72,  411.  418 

2666  Mar.     8.  1918 Handling    remittances    861 

2668  Mar.     9.  1918 Compensation  of  state  oflllcers..... - 891 

2669  Mar.     9.  1918 Dutch  Administration  Ofllces  - 806 

2670  Mar.   11.  1918 Information  at  source  881 

2671  Mar.   11.  1918 Boston  Terminal  Co.  v.  Gill 285 

2672  Mar.   16,  1918 Extension  of  time  for  returns ..  862 

267S  Mar.   18,  1918 Extension  for  enemy  returns 268 

2674  Mar.   18.  1918 Advance  pa3rments 261 

2677  Mar.   28,  1918 Partnership  accounting  period  162.  828 

2678  Mar.    28,  1918 Apportionment  of  dividends  91 

2679  Mar.    23.  1918 Notice  and  demand 274 

2680  Mar.   28,  1918 Payment  by  certificates  of  Indebtedness 866 

2683  Mar.   86,  1918 Constructive  Invested   capital 27 

2686  April    1.  1918 Althelmer  &  Rawllngs  Co.  v.  Allen. 121 

2687  April    1.  1918 E^xemption  certificates 228 

2688  April     1,  1918 Refund  of  excessive  payments... 288 

2689  April    1,  1918 ^Fractional  year  returns 2f 

2690  Jan.      8.  1918 Regulations  88  (revised)  . (See  p.  440) 

2692  April    8,  1918 Heads  of  families  and  married  persons 12 

2698  April    8.  1918 Establishment  of  exemption 881 

2694  April         1918 Regulations  41  (See  p.  440) 

8695  April  11.  1918 Advance    payments    261 

2696  April  10,  1918...... Compensation  for  services  118 
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T.  D. 

DATE 

2<»7 

I   16. 

IS 

2<»l 

1  16. 

IS 

2700 

I  K. 

IS 

2702 

1  18 

IS 

2702 

1  28. 

IS 

270< 

1  25. 

IS 

2707 

1  25. 

IS 

270» 

2. 

IS 

2710 

1  22. 

IS 

2711 

9. 

IS 

2715 

20. 

IS 

2716 

88. 

IS 

2718 

88, 

IS 

2720 

i      4. 

IS 

2721 

»   4. 

IS 

2722 

)   4. 

IS 

2723 

»   4. 

IS 

2724 

»   4. 

IS 

2725 

»   4. 

IS 

2726 

»   4, 

IS 

272» 

i  ii! 

11 

27S0 

»  11. 

IS 

27S1 

>  11, 

11 

2782 

»  11. 

IS 

2788 

>  17. 

IS 

2784 

>  17, 

IS 

2786 

1  18. 

IS 

2787 

»  18. 

11 

2740 

1  24. 

11 

2744 

8. 

1! 

2747 

12. 

11 

2754 

28. 

11 

2765 

.  26. 

IS 

2768 

2. 

IS 

2762 

It. 

IS 

2768 

21. 

IS 

2778 

8. 

11 

2778 

9. 

IS 

2782 

24. 

11 

2783 

7, 

IS 

2787 

81, 

IS 

2781 

17, 

IS 

2702 

18, 

IS 

2784 

21, 

IS 

2786 

27, 

1 
1 

2797 

11, 

2804 

18. 

1 

2805 

jn«r.  14. 

IS 

2810 

MS?:  Ii: 

11 

2811 

11 

2812 

.  22, 

11 

2815 

n  2. 

11 

2816 

11  2. 

11 

2881 

11  17. 

11 

2886 

'       7. 

1 

2840 

r  18. 

11 

2848 

'    17. 

li 

2844 

'    17, 

11 

2847 

r    24. 

11 

2848 

'    27. 

11 

2850 

^  28, 

11 

2851 

r  88, 

11 

2856 

•   7, 

11 

2857 

•  7, 

11 

2858 

•  9, 

1! 

2859 

•  10. 

11 

2865 

•  14. 

1! 

2869 

uuutt  20, 

11 

2870 

June  20. 

11 

2871 

June  21. 

11 

2873 

June  24. 

11 

2874 

June  28, 

1! 

2876 

June  25. 

11 

2880 

July   8. 

11 

2882 

July   8. 

11 

SUBJECT 


..276. 


..15. 


..61. 


61,  71, 

68. 

61. 

!!!!Zl63; 

..84,  91. 

91. 

92. 


94.  161. 


814. 

s 

*.*84r~8i~ 


212. 

ag.  848. 


one... 


ployees 
801, 

1120 - 

Individual    returns 

"' (See  App. 


liberty  bonde.. 


ions 

tion  — 

ates  of  indebtedness 

'  uncertifled  cheeks 

lar  basis ~ 

n  to  victory  notes 

821, 


notes  ,. — 

leamen ^.-. 

:ohanKe  ^ 

r  abatement 

DA  of  net  inoome.. 


.282. 


deduction  

• 181.  141.  885, 


S 

877 
281 
848 
828 

266 

66 

78 

228 

63 

298 

101 

232 

266 

293 

151 

151 

158 

71 

71 

71 

84 

361 

84 

88 

66 

74 

848 

888 

861 

78 

64 

141 

66 

232 

821 

848 

111 

866 

272 

861 

121 

185 

268 

298 

252 

861 

252 

862 

262 

804 
248 

804 
898 
P) 
108 
261 
881 
268 
116 
151 
266 
266 
268 
108 
828 
148 
108 
808 
8i 
888 
168 
86i 
801 
181 
8it 
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T.  D. 

2883 
2892 


2899 
2901 
2903 
2906 
2907 
2916 
2918 
2920 
2922 
2923 
2924 
2925 
2927 
2929 
2931 

2933 
2935 
2937 
2943 
2944 
2951 
2952 
2956 


DATE 
July      9.  1919^ 
July    17,  1919^ 
July    21,  ir'* 
July    24,  11 
July    29,  II 
July    80,  IJ 

6,  IS 

7,  II 
B,  IJ 

Sept.  12,  li 
Sept.  15,  IS 
Sept.  18.  1\ 
Sept.  24.  ll___ 
Sept.  26,  1919.. 
Sept  26,  1919^ 
Sept.  30,  1919^ 
Oct.   7,  1919^ 
Oct   7.  1919« 


Aug. 
Aug. 
Sept 


SUBJECT  § 

JSxtension   of   time   for   filing   returns 252 

Nonresident  aliens  - 301 

TT    «    ..    ^r    -- ,  N.  H.  &  H.  R.  R. 121 

nn  Mutual  Life  Ins.  Co 351.  852 

returns  364 

information 254 


Oct 
Oct 
Oct. 
Nov. 
Nov. 


9.  1919.. 
16,  1919.. 
16,  1919.. 
6,  1919. 
8,  1919. 
Nov.  19,  1919.. 
Nov.  19.  1919. 
Dec.   2,  1919.. 


iption  of  nonresident  aliens 801 

ertiflcates  of  indebtedness 266 

158 

indebtedness  ~ 266 

[lant  bonds  owned  by  aliens,  221.  804 

liens  - -....  301 

_orms   of   ownership   certificates  228 

Exchanges    of    property    84,  85 

Bonds   with   claims   for   inventory   losses 133 

U.  S.  V.  Aetna  Life  Ins.  Co 123 

Depreciation  of  intangible   property 141 

,  RflwftrvA  for  1918  taxes  of  fiscal  year  corpora- 
tions  1 86 

Prentiss  v.  Eisner  128 

Failure  to  file  final  returns 252 

.^.~JV.ssessments  for  drainage 122 

Limited  partnership  as  corporation 298 

Southern  Pacific  R.  R.  Co.   v.  Muenter. 131 

Verification  of  returns ^ 243 

U.  S.  v.   Benowltz  248,  276 

Depletion  after  discovery  of  oil  and  gas  wells  152 
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APPENDIX  I 

Table  of  Court  Decisions 

relating  to  the 

Revenue  Acts  of  1909,  1913,  1916,  1917  and  1918 

[The   references  are   to   the   sections  of  the 
Manual    in    which    the   decisions   are    cited.] 

Abrast  Realty  Co.  v.  Maxwell  (206  Fed.  SS3;  218  Fed.  467) 16,  286 

Altheimer  &  Rawlinfirs  v.  Allen  (248  Fed.  <88;  248  U.  S.  678) 121 

Anderson  v.  Forty-Two  Broadway  Co.  (239  U.  8.  69) 121 

Anderson  v.  Morris  &  Essex  R.  Co.  (216  Fed.  83) 16 

Associated  Pipe  Line  Co.  v.  United  SUtes  (268  Fed.  800) 16.  121,  286 

Bailey  v.  R.  R.  Co.  (106  U.  S.  109) 94 

Baldwin  Locomotive  Works  v.  McCoach   (221  Fed.  69).. 61,  61,  76,  131 

Belief  on  taine  Bldg.  &  Loan  Co.  v.  McMaken  (216  Fed.  626) 883 

Blalock  V.  Georgia  Ry.  &  Elec.  Co.  (228  Fed.  296;  246  Fed.  387) 16 

Boston  Terminal  Co.  v.  Gill  (246  Fed.  664) 16,  121 

Boston  &  P.  R.  Corp.  v.  Gill   (267  Fed.  221) 286 

Brady  v.  Anderson  (240  Fed.  666) — .  191 

Brushaber  v.  Union  Pacific  Ry.  Co.   (240  U.  S.  1) 186 

Bryant   &   May   v.    Scott    (226    Fed.    876) 16 

Bryce  v.  Keith   (267  Fed.  188) 181 

Butterick  Co.  v.  United  States  (240  Fed.  639;  248  U.  S.  687) 16 

Calkins  v.  Smletanka  (240  Fed.  188) 276 

Cambria  Steel  Co.  v.  McCoach   (226  Fed.   278) 16 

Camp  Bird  v.  Howbert  (249  Fed.  27;  248  U.  S.  690) ..276,  281 

Central  Bldg.  Loan  &  Savings  Co.  v.  Bowland   (216  Fed.  626) 383 
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APPENDIX  J 

Comparison  of  Titles  and  Sections  of  the 
Revenue  Acts  of  1917  and  1918 

Applicable  to  Income  and  Profits  Taxes 
(Issued  by  the  Bureau  of  Internal  Revenue.) 

PREFACE. 

This  comparison  of  the  Revenue  Acts  of  1917  and  1918  is  made  on 
the  following  general  plan: 

(a)  Only  those  titles  and  sections  applicable  to  income  and  profits 

taxes  are  compared. 

(b)  The  comparison  is  made  in  the  order  in  which  the  various 

sections  appear  in  the  Revenue  Act  of  1918. 

(c)  Difference  in  treatment  of  similar  subjects  in  the  two  acts, 

features  of  either  act  not  contained  in  the  other,  and  en- 
tirely new  features  in  the  1918  act,  are  emphasized. 

(d)  In  all  cases,  regardless  of  how  the  subject  is  treated,  corre- 

sponding sections  of  the  two  acts  are  placed  opposite  each 
other.  If  the  subject  is  treated  similarly  in  both  acts, 
notation  to  that  effect  is  made. 

(e)  Although  it  is  intended  to  emphasize  differences,  in  some  in- 

stances where  a  subject  is  entirely  new  in  the  1918  act,  mere 
notation  to  that  effect  is  made,  since  reference  can  readily 
be  made  to  the  act  itself  for  particulars. 

(f)  Reference  is  made  in  some  instances  either  to  Regulations 

No.  33  revised  or  Regulations  No.  45  where  a  subject  may 
be  specifically  covered  in  one  act  but  mentioned  only  in  the 
regulations  governing  the  other  act 

(g)  The  term  "Act  of  1916  as  amended"  means  the  Revenue  Act 

of  September  8,  1916,  as  amended  by  the  Revenue  Act  of 
Oct  8,  1917.  "Act  of  1917^  means  the  Revenue  Act  of 
October  3,  1917.    Both  acts  were  in  effect  for  the  year  1917. 


APPENDIX  PAGE  186 


Digitized  by  VjOOQIC 


Digitized  by  VjOOQIC 


OQMfAlllOlr  MlMItt  mOOlCB  AM  MtOnm  TAX  nOVf ttOMfl 


1917. 


The  1917  ftct  cootaioft  nd  wciion  cov^iv 
iDf  g0MNNUdefin|tiQii«.  Sec  tOOo(TiU« 
II,  WW  fixctM  mfitsTax,  a«fiAti  **cQr- 
MUtioB.''       "domMUoi*^       *'for0iri/' 


Th4  BMi^  9C  tb«  tttiBi  la  th«  dufte  as 
wb^  stedin  tht  1918 


I  Act. 


Tbt  woM  "State''  of  "UfiiUd  8Ut68/' 
when  iiied  in  Titld  I,  includes  any  Terri*^ 
tdry,  the  District  of  Columbia,  Porto 
Rico,  and  the  Philip|)ine  lilaods,  when 
such  construction  is  necetaii*y  to  carry 
out  th*  provisions  of  the  title  (8ec  15, 
Act  of  1916  as  amended.) 


Sec  200 

The  ''first  taxable  year"  means  the 
calendar  year  ldl7,  or  in  the  case  of  part- 
nerships and  corporations  which  nave 
established  fiscal  years  any  fiscal  3rear 
ended  in  1017  individuals  were  net 
allowed  to  file  fiscal-ydaf  returns  under 
thii*  act  Although  thic  definition  is 
«iv«M)  under  the  ^'War  ^x^ess  Profits" 
title.  It  has  the  same  roeaninR  in  applying 
t  be  other  * '  I  ncome  Tax  "  titles  See  aUo 
6cc  4,  Act  of  1917 

"Fiduciary"  is  defined  in  Art.  29  of 
tieg  No  33  revised 


A  "personal  service  corporation"  is 
not  defined  under  the  1917  act.  Sec.  209 
applies  primarily  to  buiinesees,  etc.,  to- 
pi^ed  principally  in  rendering  "personal 
ser\icesi"  but  there  is  no  •xem6uoo  from 
tax  for  personal  service  oorporations  simi- 
lar to  that  provided  in  the  1918  ict. 

S^  Art  126  of  R^  No  S8  revised  for 
"paid  " 

There  was  no  distinction  made  in  this 
act  in  the  case  of  dividends  paid  by  cor- 
porations which  under  the  Revenue  Act 
of  1918  would  be  classed  as  penenal- 
s^tvice  corpon^tioaB    Sec  81  (a). 

Sec  31  (a),  Act  of  1916  as  amended. 


1918. 
TITLfi  I.-«IIf  BEAL  DlFINITlOIfi. 

dfto.  l.—GeiuMt  d^fUttofm. 

The  terms  "Government  contmet," 
"military  or  naval  forces  of  the  United 
Sutes,"  and  "present  war"  are  entirely 
new  in  this  act. 

The  terms  "Secretary,"  "Commis- 
sioner," "coUtctdr,"  "perttm/*  ••tax- 
payer," "Revvnue  Act  of  1918,"  and 
^*  Revenue  Act  of  1917  "  ate  not  defined  in 
the  1917  act,  but  when  used  in  applying 
that  act  have  the  same  meanittg  at  de^ 
fined  in  the  1918  act. 

The  term  "United  Statee"  when  used 
in  a  geogtttphical  sense  includes  only  the 
Sutei;  the  Territories  of  Alaska  and 
Hawaii,  and  the  District  of  Columbia. 


TITLB  IL— INCONB  TAX. 
Part  I-^eneral  PrOYlslons. 

Snc.  TQO.^DifinUiom. 
The  "-first  taxable  year"  means  the 


calendar  year 
ended  in  1918 


1918  or  any  fiscal  year 


The  terms  "fiduciary,"  "withholdiouK 
agent,"  "personal  service  corporation," 
and  "paid^  are  not  defined  in  the  1917 
act. 


Sec.  201.— Dtvidlmdt. 

The  term  dividend  includes  any  die- 
tribution  made  by  a  personal  service 
corporatioti  out  of  iti  earainpe  or  profits 
accumulated  only  between  February  28, 
1913,  and  January  1, 1918. 

Stock  dividends  are  taxed  nndtt  both 
acts. 
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COHPASISON  1917-1918  INCOME  AND  PROFITS  TAX  PROVISIONS 
1911.  1918. 


Dividendfl  in  general  received  by  Indi- 
viduals were  taxable  at  the  ratee  in  effect 
for  the  years  when  the  earnings  were 
accumulated.  Sec.  31  (6),  Act  of  1916  as 
amended. 


Dividends  received  by  corporations 
were  subject  to  income  tat,  but  only  at 
the  2  per  cent  rate,  or  at  1  per  cent  only 
if  from  earnings  or  profits  accumulated 
during  1913, 1914,  or  1915. 

Any  dividend  distribution  (except 
those  made  prior  to  Aug.  6,  1917,  out  of 
earnings  or  profits  accrued  prior  to  Mar.  1, 
1913)  were  deemed  to  have  been  made 
from  the  most  recently  accumulated  sur- 
plus or  undivided  profits,  even  though 
paid  during  the  first  60  days  of  the  taxable 
year.  This  provision  included  stock  divi- 
dends and  aetermined  the  rate  at  which 
the  dividend  was  taxed  in  the  hands  of 
stockholders.  Sec.  31(b),  Act  of  1916  as 
amended. 


Dividends  in  eeneral  received  by  indi- 
viduals are  taxed  at  the  rates  in  effect  for 
the  ^rears  in  which  the  dividends  wete^ 
received. 

Stock  dividends  received  by  Indi- 
viduals between  January  1,  1918,  and 
March  27, 1919,  are  taxable  at  the  ladesiia 
effect  fbr  the  years  in  which  the  ''^'"faiy 
or  nrofits  distnbuted  were  accumulated. 

Dividends  received  by  corporations 
from  corporations  subject  to  tax  and  bcUk 
perBon^l  service  corporations  out  of  earn- 
ings or  profits  upon  which  incoo^e  tMxJSaa 
been  imposed  are  not  subject  to  income  or 
profits  taxes,    ^ee  Sec.  234(a)  6. 

Dividend  distributions  are  deemed  to 
be  made  from  the  most  recently  accumu* 
lated  earnings  or  profits  unless  made 
during  the  first  60  days  of  the  taxable 
year,  m  which  case  they  are  deemed  .as 
made  from  earnings  or  profits  of  prior 
3rears.  This  does  not  affect  the  taxaoilty 
of  the  dividends  in  the  hands  of  stock- 
holders. 


In  the  case  of  sale  of  property  acquired 
prior  to  March  1,  1913,  its  fair  market 
price  or  value  as  at  that  date  shall  be  the 
basis  for  determining  the  gain  or  loss. 
Sec.  2(c),  5(a),  4  and  10(a),  Act  of  1916  as 
r -tended. 


Prior  to  the  date  of  T  D.  2609  (Dec.  19, 
1917)  inveotoriee  were  computed  on  the 
basis  of  cost.  See  also  T.  B.  R.  48, 
Bulletin  No.  16,  p.  3. 


No  similar  provisions  in  the  1917  act. 


Sbo.  202.— Bam  for  determining  gain  or 
h$$. 

The  same  provisions  effective  under 
the  1917  act  apply  with  the  following  ex- 
ceptions: 

If  property  acquired  prior  to  March  1, 
1913,  is  inventoned  in  accordance  with 
Sec.  203,  its  inventory  value  is  the  basis. 

In  the  case  of  reorganizations^  mergers, 
or  consolidations  involving  exchange  of 
stock  for  stock  or  securities  of  no  greater 
aggregate  par  or  face  value,  no  gain  or 
loss  is  deemed  to  occur  from  tne  exchabge. 

Sbo.  TOS.—Inventoriei. 

Inventories  may  be  taken  on  any  basis 
prescribed  by  regulations  as  conforming 
to  the  best  accounting  practice  in  the 
trade  or  business  and  most  clearly  re- 
flecting the  income  of  the  taxpav^. 

The  regulations  (No  45)  prescribe  that 
the  basis  shall  be  either  (a)  cost,  or  (6)  cost 
or  market  whichever  is  lower.   Art.  1682. 

Sec.  204.— ^«t  losses. 

This  section  allows  a  taxpayer  who  sus- 
tains a  "net  loss"  as  defined  in  (a)  for  any 
taxable  year  beginning  after  October  81, 
1918,  ana  ending  prior  to  January  1, 1920» 
to  deduct  such  net  loss  from  the  net  in^ 
come  of  his  preceding  taxable  year  and 
have  his  taxes  adjusted  accordingly.  If 
the  net  loss  exceeds  the  net  income  of  the 
preceding  taxable  year,  the  excess  may 
t>e  deducted  from  the  net  income  el  tfiA 
succeeding  taxable  year 
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COMPARISON  1917-1918  INCOME  AND  PROFITS  TAX  PROVISIONS 
1917.  1918. 


Under  the  revenue  act  of  1917  if  a  fiscal 
year  return  covered  portions  of  years  with 
different  tax  rates,  the  rates  in  effect  for 
each  year  were  applied  only  to  the  same 
proportionate  part  of  the  total  net  income 
as  the  number  of  months  falling  within 
such  year  bore  to  the  entire  period  cov- 
ered by  the  return.  Sec.  10(a),  Act  of 
1916  as  amended. 

Applicable  to  corporations  and  part- 
nerships only  since  individuals  were  not 
allowea  to  nle  returns  on  a  fiscal-year 
basis  under  the  act  of  1917. 


No  Bimilar  provision  in  this  act.  How- 
ever, similar  cases  arising  under  this  act 
are  to  be  treated  in  the  same  manner. 


Sec.l: 


NORMAL    TAX — OTIZKNa     AND    RESIDENT 
AUEN8. 


Act  of  October  3,  1917,  2  pe^  cent  of 
net  income  in  excess  of  exemption. 

Act  of  September  8,  1916,  2  per  cent  of 
net  income  in  excess  of  exemption. 


KORILAL  TAX— -NONRESIDENT  ALIENS. 


2  per  cent  of  total  net  income  from 
•ources  within  the  Unitea  States. 


Sec.  205. — Fi»cal  yean  with  different  rates. 

Under  the  1918  act,  if  a  fiscal-year  re- 
turn covers  parts  of  years  subject  to  dif 
fcrent  tax  rates,  both  the  net  income  and 
the  tax  are  computed  for  the  full  fiscal 
year  under  both  acta  in  effect  or  under 
both  rates,  and  the  same  number  of 
twelfths  of  each  result  taken  as  the  num- 
ber of  months  falling  within  each  year 
subiect  to  different  rates. 

The  last  parajn^ph  of  Sec.  8(e),  Act  of 
1916  as  amended,  and  Sec.  218(b),  Act  of 
1918,  appear  to  outline  the  same  method 
of  taxing  partners'  shares  of  partnership 
profits  when  the  fiscal  year  of  the  partner- 
ship covers  parts  of  years  with  different 
tax  rates.  However,  Sec.  218(b)  is  modi- 
fied b^Sec.  205(c). 

Sec.  206.— ParU  of  income  subject  to  rates 
for  (Hjerent  years. 

This  section  provides  that  when  parts 
of  a  taxpayer's  income  are  subject  to  rates 
for  different  years,  the  parts  subject  to 
the  rates  for  the  most  recent  calendar 
year  are  placed  in  the  lower  brackets  of 
the  tax-rate  schedules,  the  part  subiect 
to  the  rates  for  the  next  preceding  calen- 
dar year  in  the  next  higher  brackets,  etc. 

Part  II.— Indiflduftto. 

Sec.  210.— ATormai  tax. 

CmZENS  AND  RESIDENT  AUENS. 

For  1918. 

12  per  cent  of  the  amount  of  net  in- 
come in  excess  of  the  credits  provided 
in  Sec.  216;  provided,  the  rate  upon  the 
first  $4,000  of  such  amount  shall  be  6 
per  cent. 

For  subsequent  years. 

8  per  cent  of  the  amount  of  the  net 
income  in  excess  of  the  credits  provided 
in  Sec.  216,  provided  that  the  rate  upon 
the  first  14,000  of  such  amount  shall  be  4 
per  cent. 

NONRESIDENT  ALIENS. 

For  1918. 

12  per  cent  of  total  net  income  from* 
sources  within  the  United  States.  (Pos- 
sible credits;  see  Sec.  217.). 
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For  subsc<iucDt' years. 


For  •xeum  profits  Ux  rat«8  see  Sees. 
«>1  and  900,  Act  of  mr. 

6ee.  I  (5).  Act  of  1016  as  amended. 

Sec.  2,  Act  of  1017. 

Under  this  act  surtaxes  were  imi>09ed 
on  income  in  excess  of  $5,000,  as  in  the 
Act  of  1018,  but  income  in  cxccm  of 
$20,000  was  subject  also  to  the  surtax 
imposed  by  the  Act  of  September  8. 1016 

Under  the  1917  un^i  the  rates  increased 
from  I  per  cent  on  the  amount  by  which 
the  total  net  income  exceeded  $5,000  but 
did  not  exceed  $7,500  to  50  per  cent  of 
the  net  income  in  excoas  of  81,000,000. 
Under  the  1916  act  the  surtax  ranged 
from  1  per  cent  on  the  net  income  ex- 
ceeding $20,000  and  not  oxceoding  $10,000 
to  13  per  cent  on  the  amount  exceeding 
92,000,000.  The  highest  surtax  rate  was 
thus  63  per  cent  on  net  income  in  excess 
•Of  $2,000,000 

Under  the  provisions  of  Sec.  31  (6), 
Act  of  September  8,  1916,  ns  amended, 
dividends  received  are  taxable  at  the 
rat«s,  surtax  only  (See.  5  (6),  Act  of  1916 
as  amended),  in  force  for  the  year  in  which 
the  amounts  distributed  vTere  accumu- 
lated. 

No  similar  provision  in  this  act. 


8  per  cent  of  total  net  income  from 
sources  Tvithin  the  United  Staloi.  (Pg*- 
siMe  cnvtiesj  ^  5oc.  217.1 

Individqale  not  subject  to  profita  tax. 

5ic.  2U.— 5ur(a«. 

(n)  The  surtax  begins  with  a  tax  of  1 
per  cent  on  net  income  ovor  $5,000  and 
not  cxcecdinc  $«,O00.  The  ratet  in- 
crease gradually  from  this  point  to  a 
maximum  of  05  per  cent  on  Ihe  not  in- 
come in  excess  of  $1,000,000 


Sec.  2  (a),  Act  of  1916  as  am^nded,  de- 
fines net  income  in  the  ctaa  of  an  indi- 
vidual, and  states  in  general  the  items  to 
h9  included  in  groas  income.  Gross  in- 
come is  defined  in  separate  sections  in 
the  Act  of  1918. 

Individuals  were  permitted  to  make 
returns  on  a  basis  other  than  actual 
receipts  and  disbursements  provided  such 
method  oorrectly  refltctdd  their  net 
income,  but  all  returns  were  required  to 
be  on  a  calendar-year  basis.  (Sec.  8  (a) 
and  (g),  Act  of  1916  as  amended). 

Ghanget  in  aooountinf  period  under  the 


year  for  the  purpose  of  making  returns  by 
designating  the  last  day  of  any  montU  as 
▲PrBNDOC 


All  dividends  received  by  individuals 
(except  stock  dividends  as  explained  in 
Sec., 201)  are  subject  to  surtax  rates  for 
years  in  which  they  were  received. 


(6)  Surtax  in  the  case  of  bona  fide  sale 
of  mines,  oil  or  gas  wells,  or  any  interest 
therein,  where  the  taxpayer  has  demon- 
strated principal  value  by  prospecting  or 
exploration  or  discoverv  work  is  limited 
to  30  per  cent  of  the  selling  price  of  the 
property  or  interest. 

Seo.  2lQ.^Nct  ineowu  ^jtnsrf. 

This  section  applies  to  all  taxpayers, 
(a)  Net  income  is  defined  as  gross  in- 
come less  allowable  deductions. 


(6)  Net  income  is.  to  be  computed  on 
the  oasis  of  the  taxnayer*s  annual  account- 
ing period  (calenaar  or  fiscal  as  the  esse 
may  be)  in  aocordanoe  with  the  method 
of  accounting  regularly  employed  in 
keeping  his  books,  unless  such  method 
doee  not  clearly  reflect  the  income. 

A  dbanfli  in  accountini^  period  fqr  the 
purpoee  oT  eemputinff  net  inoome  mny  bo 
made  only  upon  approval  by  the  Ccm- 
mMoner,  Notice  of  such  change,  to- 
gedier  with  rsasons  therefor,  must  be 
fiM  (1)  al  least  30  days  before  the  due 
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the  close  gf  the  fiscid  year,  and  giving 
notice  of  wch  action  to  the  coilector  fof 
the  dlBtrict  in  which  their  principal 
ofiices  were  located.  This  notice  wsft 
required  to  be  filed  at  least  30  days  before 
the  due  date  of  the  return  for  the  existing 
taxable  >'ear.  Provision  «*as  made  in 
Reg.  33  revised  for  changinr  from  a  fiscal 
vear  to  a  calendar  year  (Art  317)  and 
from  one  fiscal  year  to  another  (Art.  215). 


Sec  Sec.  2  (a\  Act  of  1016  as  anMnded* 
income  defined,  individuals.  Gross  in- 
come of  corporations  is  not  specifically 
defined. 

Under  this  act  the  items  mentioned  in 
Sec.  213  (b)  6»  Act  of  1918,  were  taxable. 


See  Sec.  4,  Act  of  1916  as  axnended. 


Sec.  30,  Act  of  1916  as  amended. 


The  items  to  be  included  in  ^ross  in- 
come by  nonresident  alien  individuals 
are  pmctically  the  same  under  both  acts. 


Sec.  6  (a^,  First. 
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date  of  the  return  for  the  existing  taxable 
year,  and  (2)  at  least  30  days  before  the 
due  date  of  the  return  for  the  proposed 
taxable  year.  Upon  approval  of  a  change 
returns  must  be  made  in  accordance  with 
Sec.  226. 

A  taxpayer  who  has  an  existing  fiscal 
year  accounting  period  needs  no  per- 
mission to  file  returns  on  such  basis,  out 
is  required  to  do  so  by  the  act  regardless 
of  how  prior  returns  were  filed.  See 
Arts.  25  and  26  of  R^  Ko.  45. 

Sec.  213. — Gtom  income  defined. 

(a)  Inclusions. 

New  in  1918  act: 

The  sahiries  of  the  President  of  the 
United  States  and  Judges  of  the  Sui)reme 
and  inferior  courts  of  the  United  States 
and  all  other  officers  and  employees, 
whether  elected  or  appointed,  of*  the 
United  States,  Alaska,  Hawaii,  or  any 
political  subdivision,  or  the  District  of 
Columbia,  must  be  included  in  gross 
income. 

(6)  Exclusions. 

New  in  1918  act: 

Proceeds  of  life  insurance  policies  when 
paid  to  the  estate  of  the  insured. 

Interest  on  obligations  ol  a  territor>'  or 
of  the  IHstrict  of  Columbia. 

Interest  on  bonds  issued  by  the  War 
Finance  O>rporation  to  the  extent  pro- 
vided in  the  act  aulhorieing  their  issue. 

Amounts  received  through  accident  or 
health  insurance  or  under  workmen's 
compensation  acts,  as  compensation  for 
personal  injuries  or  sickness,  plus  the 
amount  of  any  damages  received  whether 
b>r  suit  or  a^cmcnt  on  account  of  such 
injuries  or  sickness. 

So  much  of  the  amount  received  during 
the  present  war  by  a  person  in  the  military 
or  naval  forces  of  ine  United  States  for 
active  serNace  in  such  forces,  as  does  not 
exceed  $3,500. 

Tliat  part  of  (b)  5  reading  as  follows: 
"or  from  any  other  source  tvithin  the 
United  States." 

(r)  Nonresident  alien  individuals. 

This  port  of  Sec.  213  is  new  as  the  Act 
of  1917  does  not  specifically  define  gross 
income  in  the  case  of  a  nonresident  alien 
individual. 

Sec.  214. — Deductiom  allowed. 

(a)  1.  Business  expenses. 

The  words  "not  including  'pereonal, 
living,  or  family  expenses"  are  omitted 
from  tnis  section  but  are  treated  sepa- 
rately under  Sec.  215,  Items  not  deducti- 
ble. The  effect  is  the  same. 
New  in  191S  act: 

"Including  a  reasonable  allowance  lor 
'alariee  or  other  compensation  for  personal 
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services  actually  renderea,  and  including 
rentals  or  other  payments  required  to  be 
made  as  a  condition  to  the  continued  use 
or  possession  for  purposes  of  the  trade  or 
business  of  property  to  which  the  tax- 
payer has  not  taken  or  is  not  taking  title 
or  in  which  he  has  no  equity.'* 

While  the  above  clause  is  new  in  the 
1918  act,  similar  deductions  were  allow- 
able under  the  1917  act. 
Sec.  5  (a),  Secona.  (a)  2.  Interest. 

New  in  1918  act: 

"Accrued,"  in  the  first  line.  (This 
makes  no  real  change,  since  accrued 
interest  was  permitt«i  as  a  deduction 
under  the  1917  act  if  charged  on  the 
books  and  if  income  is  reported  on  an  ac- 
crual basis.)  ' 

The  amount  of  interest  paid  on  indebt- 
edness incurred  or  continued  in  carrjdne 
or  purchasing  obligations  of  the  United 
States  issued  after  September  24,  1917, 
the  interest  upon  which  is  entirely 
exempt  from  tax. 

(a)  (3).  Taxes. 

New  in  1918  act: 

"Or  accrued"  in  first  line. 


Sec.  6  (a),  Third. 

Taxes  "paid"  (Sec.  5a,  Third  andSec. 
12  (a),  Fourth);  but  see  aUo  Arts.  126  and 
127,  Reg.  33  revised. 

No  taxes  assessed  against  local  benefits 
were  deductible  under  this  act. 

Nonresident  aliens  were  not  allowed  to 
deduct  foreign  taxes  under  the  1917  act. 
Sec.  6  (a)  Third,  act  of  1916  as  amended. 


Sec.  5  (a),  Fourth. 
Sec.  5  (a),  FUth. 


Sec.  5  (a),  Fourth, 


Sec.  5  (a),  SixHu 


Sec  5  (a)»  Seventh. 


That  part  of  subdivision  (c)  reading  as 
follows:  "of  a  kind  tending  to  increase 
the  value  of  the  property  assessed." 

Subdivision  (e)  is  new  in  that  it  allows 
a  nonresident  alien  individual  to  deduct 
foreign  taxes,  other  than  income,  excess 
profits,  or  locickl  benefit  taxes,  but  only  to 
the  extent  they  are  connected  with  in- 
come arising  from  United  States  sources. 

(a)  (4),  (5),  (6).  Losses. 

(4)  Same  as  1917  act. 

(5)  Same  as  1917  act  except  that  the 
restriction  "not  compensated  by  insur- 
ance  or  otherwise"  is  added,  and  the 
limitation  of  the  deduction  to  "  an  amount 
not  exceeding  the  profits  arising  there- 
from" is  removed. 

(6)  Same  as  1917  act,  except  for  words 
"but  in  the  case  of  a  nonresident  alien 
individual,  only  property  within  the 
United  Stotes." 

The  net  effect  of  the  changes  in  tliis 
subdivision  (4.  5,  0)  is  to  allow  the  de- 
duction of  all  losses  sustained  during  the 
year  in  transactions  entered  into  for 
profit,  whether  or  not  connected  with  the 
regular  business. 

(a)  7.  Bad  debts. 

Same  as  1917  act. 

(a)  8.  Depreciation. 
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No  provinon  for  obeolescenco  under 
the  1917  act. 

No  BiDiilar  provision  in  the  1917  act. 


Sec.  5  (a),  Eighth. 


See  Art.  17S,  Reg.  33  revised. 


In  the  case  of  leased  property,  only  the 
bonus  payment  for  the  lease,  not  the 
value  as  at  March  1,  1913,  was  the  basis 
for  depletion. 

No  similar  provision  in  the  1917  act. 


Sec.  5  (a),  Ninth. 


No  similar  provision. 


AND  PROFITS  TAX  PROVISIONS 
1918. 

New  in  1918  act: 

"Including  a  reasonable  allowance  fot 
obsolecence?^ 

(a)  9.  Amortization. 

Entirely  new  in  1918  act^ 

(a)  10.  Depletion. 

Depletion  is  allowed  in  the  same  caset 
as  in  thea917  act. 

''Other  natural  deposits*'  and  "tim- 
ber'* were  not  mentioned  in  the  1917  act, 
although  depletion  was  allowed  in  both 
cases. 

In  the  case  of  leased  mines,  depletion 
is  to  be  "equitablv  apportioned  between 
lessor  and  lessee.'^ 

In  the  case  of  mines,  oil  and  gas  wells 
discovered  after  March  1,  1913,  and  not 
acquired  in  ptirchasing  a  proven  tract  or 
lease,  the  value  at  the  time  of  discovery 
or  within  30  days  thereafter  is  the  basis 
for  depletion. 

(a)  11.  Charitable  contributions. 

New  in  1918  act. 

Contributions  to  the  special  fund  for 
vocational  rehabilitation  are  deductible. 

Nonresident  aliens  are  allowed  to  de- 
duct only  contributions  or  gifts  to  domes- 
tic corporations  or  to  the  vocational  re- 
habilitation fund. 

(a)  12.  Loss  in  inventory. 

This  subject  is  cntirly  new  in  the  1918- 
act 


Sec  6  (a),  First  to  Seventh,  inclusive,     (b)  Nonresident  aliens. 


In  the  case  of  nonresident  aliens  the 
same  differences  in  allowable  deductions 
as  between  the  1917  and  1918  acts  apply 
as  in  subdivision  (a)  1  to  12  of  this  section, 
except  as  to  taxes  and  charitable  contri- 
butions. The  differences  in  these  items 
are  shown  in  (a)  3  and  11.  As  in  the  1917 
act,  the  deductions  may  be  allowed  onlv 
to  the  extent  they  are  connected  with 
income  arising  from  sources  within  the 
the  United  States. 
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No  similtt  section  uxuior  the  1917  act. 
The  Mrrenl  items  mentioned  in  the  1918 
act  are  all  provided  for  in  tlie  sections 
covering  dednctiona.  Sees.  5  (a),  Flist, 
6(a).RiBt,and32. 


Sees.  1  (b)  and  5  (b).  Act  of  191«  as 
amended. 


Sec  7»  Act  of  1916  as  amended. 

$3,000  to  a  single  pereon. 

$4,000  to  a  married  peraon  living  with 
hnsband  or  wife. 

These  exemptions  only  for  the  2  per 
cent  normal  tax  under  this  act. 

Sec.  3,  Act  of  1917: 

$1,000  to  a  single  person. 

$2,000  to  a  miUTied  person  living  with 
husband  or  wife,  or  to  the  "head  uf  a 
family. »» 

These  exemptions  only  for  the  2  per 
cent  additional  normal  tax  under  this 
Act. 

$200  lor  each  fAiW    ♦    ♦    ♦ 

No  personal  exemption  or  credit  for 
dependents  allowed  to  nonreiideiit  aliens 
under  the  1917  act.  • 


Sec.  215.— /terns  not  deduciihle. 
Same  as  1917  act. 

Sbc.  216.~-0«fit»  allowed. 

(a)  Same  as  1917,  except  that  dividends 
distributed  by  personal  service  corpora- 
tions from  tax-paid  earnings  or  profits  are 
included. 

(b)  New  ID  IMS  ftct»  butaote  that  only 
interest  on  United  States  obligations 
issued  after  September  1, 1917,  is  required 
to  be  included  in  grqss  income. 


(f )  $1,000  to  a  single  person. 

$2,000  to  a  raamried  person  Uviiv  whh 
husband  or  wife  or  to  the  *^bead  of  % 
family." 


(rf)  $200  for  each  person    •    ♦    ♦ 
(<)  Entirely  new  in  1918  ac. 

Sbc.  2\1  .—Nonresident  aliens. 


AI.IOWANCE  OK  DEDUCTIONS  AND 
'    CRBDm. 

Sec.  6  <a).  Act  of  191Baa  amended.  Practically  same  as  1917  jirt,  except 

that  provision  i<)  ma<lc  for  claiming  the 
credits  provided  in  .Sec.  216  (c)  and  (d) 
by  tiling  a  rhriiiritlierefor  with  the  with- 
holding agent. 

Sbc.    2\%.— Partnerships    and    personal- 
service  corporations. 

^artnenhips  not  subject  to  "income        (a)  Same  as  1917  act,  but  every  part- 
tax  ^*  nership  must  file  an  income  rotiun  re- 
Sec.  8(e),  Act  of  1916  as  amended.  eardle»!i  of  the -amount  of  net  income. 

Subject  to  excess  profits  tax  if  net  in-        Not  subject  to  war  profits  or  excess- 
come  exceeded  $4>,000.  *  profits  tax 
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Soc.  8  (e)r  Act  of  1916  as  amended. 


Partnerahipa  not  required  to  file  re- 
turns unless  requested  by  Commissioner 
Sec.  8(e)  and  Art.  30,  Reg.  33  revised. 

The  subject  of  personal  service  corpora- 
tions is  not  coveted  in  the  1917  act. 


Sec.  2(b),  act  of  1916  as  amended. 

(Charitable  contributions  when  allowed 
to  estates  and  trusts  under  the  1917  act 
are  limited  to  15  per  cent  of  the  net  in- 
come as  computea  without  such  deduc- 
tion. 


Sec.  3,  Act  of  1916  as  amended. 

If  this  section  is  applied  to  any  cor- 
poration, it  is  not  taxea  as  a  corporation 
but  its  entire  net  income,  whether  dis- 
tributed or  not,  must  be  accounted  for  by 
the  shareholders. 


Sec.  9  (b) 
amended. 


and  (c),  Act  of  1916  as 


Highest  imte  on  Indtvidualt  2  per  cent. 

Same  principle  is  applicable  under  the 
1917  act 

APtmn}JX  PAOa  lis 


(6)  This  subdivision  applies  the  samo 
principle  as  the  1917  act,  but  it  must  be 
read  and  applied  in  connection  with  Sec. 
205  (c)  of  the  1918  act.    For  further  ex« 

Slanation  see  Arts.  324  and  1621  of  Reg. 
fo.45. 

(c)  New  in  1918  act. 

(d)  New  in  1918  act. 


(e)  New  in  1918  act.  Personal  service 
corporations  are  treated  in  the  same  man- 
ner as  partnerships:  that  is,  they  are  not 
subject  to  mcome  or  profits  taxes  but 
must  file  returns. 

Sbc.  2l9,^Bitatet  and  tnuU, 

(a)  Same  as  1917  act. 

(b),  (c).  and  (d)  are  new  in  the  1918 
act,  but  the  same  principles  apply  under 
the  1917  act  except  that  part  of  (6)  cov- 
ering the  deduction  allowed  in  fiduciary 
returns  in  lieu  of  that  allowed  under  Sec. 
214  (a)  11.  This  deduction  is  limited 
only  to  the  amount  paid  or  set  aside  pur- 
suant to  the  terms  of  the  will  or  deed 
creating  the  trust. 

Sec  230.  Profits  of  corporattom  taxable 
to  alockholden 

This  section  differs  from  Sec.  3  of  the 
1917  act  as  follows: 

"  Fraudulently  "  is  omitted. 

Mere  holding  companies  are  held  to  be 
prima  facie  of  the  class  described  in  this 
section.  When  this  section  is  applied  to 
a  corporation  it  shall  not  be  subject  to 
the  taxes  imposed  by  Sec.  230  but  shall 
be  subject  to  the  tax  imposed  by  Title 
III  of  the  1918  act,  which  tax  shall  be 
deducted  from  the  net  income  before  the 
computation  of  the  proportionate  share 
of  each  stockholder. 

Sbc.  221. — Payment  of  tax  at  source. 

This  subject  is  treated  in  essentially 
the  same  manner  as  in  the  1917  act  ex- 
cept for  the  difference  in  rates. 

New  in  1918  act: 

The  Commissioner  may  authorize  with* 
holding  of  tax  at  highest  applicable  rates 
on  interest  upon  securities  the  owners  of 
which  are  not  known  to  the  withholding 
agent. 

Eligheit  rate  on  mdividuals  8  per  cent. 


(<)  Not  covettd  in  the  1917  acu 
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Not  covered  in  1917  act. 


Under  the  1917  act  returns  were  re- 
(luired  of  every  perton  of  lawful  age  hay- 
ing net  income  in  excess  of  certain  speci- 
6ed  exemptions. 

See.  8  (b)  and  (c),  act  of  1916  as 
amended,  and  Sec.  3,  Act  of  1917 


Partnerships  required  to  file  returns 
only  when  requested  to  do  so  by  the 
Commissioner  or  any  collector  Sec. 
8  (e),  act  of  1916  as  amended.  Excess 
profits  tax  returns  were  reauired  if  the 
net  income  for  the  taxable  year  was 
$6,000  or  more. 


Sec  8  (c),  act  of  1916  as  amended. 


Individuals  were  not  allowed  to  file 
fiscal  year  returns  under  this  act. 

See  arts.  211,  213,  214,  215,  and  217, 
Reg.  No.  33  revised. 


Sees.  8  (b)  and  13  (b),  act  of  1916  as 
amended. 

Calendar  year  returns  were  required 
to  be  filed  on  or  before  March  1,  of  the 
succeeding  year  and  fiscal  year  returns 
within  60  aays  after  the  close  of  the 
taxable  year. 

**The  Commiiasioner  shall  have  author- 
ity to  grant  a  reasonable  extention  of  lime 
•    ♦    5     "    Sec  8(b). 

Not  oovered  in  the  1917  act. 


Sec  19,  act  oi  1916  aa  amended. 


Sec.  222.— Credit  for  taxee. 

Entirely  new  in  1918  act. 

Sec.  223.— /n^ftvufiiaf  returns. 

This  act  requires  returns  of  every  indi' 
vtdual  having  net  income  in  excess  of 
certain  specined  exemptions. 


Sec.  224.— Partn«r«W^  returns. 

Every  partnership  required  to  file  a 
return  regardless  of  the  amount  of  income. 


Sec.  225.— Fufticiory  returns. 

Same  as  1917  act. 

Sec  226. — Returns  when  accounting  period 
changed. 

Provisionfl  for  filing  returns  by  taxpay* 
ers  when  accounting  period  oluuiges. 


Sec  227, —Time  and  place  for  fiUng  fs« 
turns. 

Same  as  1917  act,  excepl  as  follows: 

Returns  must  be  filed  on  or  before  the 
15th  day  of  the  third  month  following  the 
close  of  the  fiscal  year,  or  in  the  case  of  a 
calendar-year  return,  on  or  before  the 
15th  day  of  March  of  the  succeedinff  year. 

Except  in  the  case  of  persohs  abroad » 
no  extension  of  time  for  filing  returns  may 
be  for  more  than  six  months. 

The  Commissioner  shall  keep  a.  record 
of  the  extensions  of  time  granted  attd  the 
I  therefor. 


Sec  228.— Understatement  in  return*. 
Same  as  1917  act. 

Part  III.— Corporations. 
Sbo.  230.— IVbc  on  corporations. 


Sec.  10(a),  Act  of  1916  as  amended. 
2  per  cent  on  netincome. 

See.  4,  Act  of  1917, 4  p«r  cent  additional 
om  net  income. 

Credits  were  allowed  against  net  income 
asfoUowt: 
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(a)  For  1918, 12  per  cent  on  net  income 
in  excess  of  credits. 

For  subsequent  years,  10  per  cent  on 
net  income  in  excess  of  credits. 
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For  the  purpose  of  the  4  per  cent 
ftdditional  tax,  dividendB  received  from 
taxable  corpoTatioiiB  and  the  amount  of 
any  excese-ptofite  tax  aaseased  for  the 
same  calendar  or  fiscal  year.  Sec.  29, 
Act  of  1916w  as  amended,  and  Sec.  4, 
Act  of  1917. 

The  amount  of  excess  profits  tax 
assessed  was  a  credit  for  the  2  per  cent 
tax  also  (Sec.  29)  but  dividends  were 
subject  to  tax  at  2  per  cent  if  from  1916  or 
1917  earnings  and  at  1  per  cent  if  from 
earnings  of  1913,  1914  or  1915. 

Sec.  10  (b).  Tax  on  undistributed  in- 
cootie  of  corporations. 


Sec.  11,  Act  of  1916  as  amended. 


See  Sec.  12  (a),  Act  of  1916  as  amended. 


Gross  income  not  defined. 

Sec.  12  (a),  Second,  Act  of  1916  as 
amended. 

Not  q[>ecifically  defined  in  the  1917  act. 
See  Sec.  12  (b).  Act  of  1916  as  amended. 


Sec.  12  (a).  First,  Expenses  ''paid.*' 
Applied  same  as  1918  act  See  Art  126, 
Reg.  33  revised. 

Sec.  12  fa),  First,  Second,  and  Fourth, 
Act  of  1916  as  amended. 

Sec.  12  (a).  Third. 

Deduction  of  interest  was  limited  to 
the  amount  paid  on  its  indebtedness 
(except  on  indebtedness  incurred  for 
the  purchase  of  obligations  or  securities 
the  interest  upon  which  was  exempt 
from  tax)  to  an  amount  o(  such  indebt- 
ednees  not  exceeding:  (a)  The  entire 
amount  of  the  paid-up  capital  stock  out- 
standing at  the  close  of  the  year,  or,  if  no 
capital  stock,  the  entire  amount  of  capital 
employed  in  the  business  at  the  close  of 
the  year  plus.  (6)  One-half  of  the  interest- 
bearing  indentedness  then  outstanding. 


(For  war  and  excess  profits  rates  $ee 
Sec.  301.) 


No  similar  provision  in  1918  act. 
(h)  New  in  1918  act 
Seo.  281.— Cbnd£fipfial  and  oAet  exanp' 


Same  as  1917  act  except  as  follows: 

Additional  exemptioos: 

(6)  Organisations  dganised  and  oper- 
ated exclusively  for  the  preventioii  of 
cruelty  to  chfldren  and  animals. 
"  (14)  Penonal-eervice  corpoiatioiis. 

Exemptions  eliminated: 

Joint  stock  land  banks. 

Sbo.  232. — Net  income  defined. 

See  comparison  under  Sec.  212« 

Sbo.  233.— (?ro8f  income  defined, 

(a)  See  comparison^  under  sec.  213  (a), 
(a)  1  and  2  same  as  1917  act 

Practically  the  same  items  wero  re- 
quired to  be  included  in  gross  income  of 
foreign  corporations  under  the  1917  act 

Sec.  234.— -DftfuceioiM  dUowed. 

(a)  1.  Expenses  **paid"  or  ''incurred" 

•   «   ♦  • 


See  compazison  under  Sec. 
214  (a). 
Same  as  1917  act 


(0)3-5 

(a)  2.  All  interest  paid  or  accrued  on 
debtedness  is  deductible  except  on 
indebtedness  incurred  or  continued  to 
purchase  or  cany  secmities  the  interest 
upon  which  is  exempt  from  tax;  but 
interest  on  •  indebte<uiess  incurred  or 
continued  to  purchase  or  carry  obliga- 
tions of  the  United  States  issued  after 
September  24, 1917,  is  deductible. 
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Initrtst  on  colUteral  indebUdiiMi  ••- 
cur«d  bv  property  tho  subject  of  tftle  in 
tht  ordfnAry  couno  of  the  buflinen  was 
4edttctiblt  M  an  expense  of  doing  busi- 
ness bat  was  Umlted  to  the  interest  p^id 
on  an  amount  of  such  indebtedness  not 
exceeding  the  actual  value  of  the  prop- 
erty cullat«ral. 

under  the  1917  act  dividends  received 
were  subject  to  income  tax,  but  only  at 
the  2  per  cent  rate,  oi  at  1  per  cent  only 
if  from  earnings  of  1913,  1914,  or  1915. 
For  the  puipose  of  the  4  per  cent  addi- 
tional tax,  tney  were  an  allowable  credit 
against  net  income.    Sec.  4,  act  of  1917, 

Dividends  from  taxable  coporations. 
were  not  subject  to  excess-piofits  tax. 
Sec  206(c),  Act  of  1917. 


ncmr 


(a)  6.  Under  the  1918  act,  dtvUenda 
iceivtd  firam  corporations  enbftet  to 
taxation  or  from  personal  service  eorpo- 
latlons  out  of  tax^aid  eandnfi,  are  &oi 
subject  to  tax.  Ttuy  most  be  iaeUided 
in  gross  income  bot  ate  dedocdUe  mder 
this  subdivision. 
Same  as  1917  act 


Sec  12  (a),  Second  (c). 


Skc.  12.  (a),  Second  (c) 

8bc  12  (a),  Second  (c). 

Sec  12  (b).  Act  of  1916  as  amended 
The  allowaole  interest  deduction  in  the 
case  of  a  foreign  corporation  was  the 
interest  paid  on  an  amount  of  its  indebt- 
edness not  exceeding  the  same  proportion 
of  the  sum  of  its  paid  up  capital  stock  and 
one  half  of  its  inCereet  bearing  indebted- 
ness both  outstanding  at  the  dose  of  the 
year  as  its  gross  income  from  business 
transacted  and  capital  invested  in  the 
United  States  bore  to  the  gross  income 
from  all  sources'  within  and  without  the 
United  States. 


S^  Sees    6,  12,  and  32,  Act  of  1916 
as  amended. 


Under  the  1917  act  interest  from  obli- 
gations of  the  United  States  was  not  re- 
Quired  to  be  included  in  ^roes  income, 
therefore  no  credit  was  required  as  to  net 
income.  That*  part  of  such  interest  in- 
come subject  to  excess-profits  tax  was 
added  to  the  net  income  for  income-tax 

!>urpoees.  See  Form  1108,  Schedule  I, 
tem2. 

Bonds  of.  the  War  Finance  Gorpoiation 
are  not  mentioned  in  the  1917  act. 

Sec.  29,  act  of  1916  as  amended. 

In  the  case  of  return  for  a  fiscal  year 
en'ded  in  1917  the  excess-profits  tax  for 
the  portion  of  the  year  falling  within  1917 
is  deducted  from  the  net  income  for  xhe 
full  fiscal  year  be/cre  apportioning  the  net 
income  for  the  purpose  of  applying  the 
4  per  cent  additional  tax. 


(a)  10.  Same  as  1917  act 
(0)11   Not  covered  ittl»l7  act 

(a)  12.  Same  as  1917  act 
(a)13.  Same  as  1917  act 

(b)  See  comparison  under  Sec.  214 
(b).  Same  ffeneral  limitation  as  in  1917 
act  except  in  the  case  of  interest. 


Sto.  236.— /iMis  noi  MtieM$ 
See  comparison  under  Sec.  216. 
Sbo.  236.— CMitf  nUowei. 
(a)  New  in  1918  ad. 


Ch)  Sanaa  as  1917  aa. 

in  the  case  of  a  return  for  a  fiscal  year 
ended  in  1918  this  subdivisioa  must  be 
applied  in  accordance  wiihSec  205  (a). 
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Sec.  IS  (f).  ftct  of  1916  ae  amended. 

A  tax  of  2  per  cent  ehall  be  withheld 
on  dividends  upon  the  capita!  stock  or 
from  the  net  earnings  of  domestic  or  other 
roadent  corporation  payable  to  nonresi- 
dent alien  companies '  not  engaged  in 
business  or  trade  within  the  United  States 
and  not  ha\ing  any  office  or. place  of  busi- 
ness therein. 

Sec.  13  (e).  act  of  1016  as  amended. 

Interest  on  bonds  of  domestic  corpora- 
tions pavable  to  nonresident  alien  cor)>o- 
ntions  is  subject  to  withholding  at  the 
imte  of  6  per  cent. 

II  such  corponitton  has  an  office,  agent, 
or  a  place  of  ousiness  in  the  United  States, 
certificate  Form  1001  shall  be  filed  estab- 
lishing such  fact  and  relieving  the  cor- 
poration from  the  deduction  of  ux  at  the 
source. 


(c)  New  in  1018  act} 


Pec.  1 3  (a)  to  (d ),  act  of  1 91 6  as  amended . 


No  provifliOD  in  the  1017  act  for  con- 
•olidated  retuTDt  for  income-tax  purposes, 
but  they  were  required,  or  allowed  under 
certain  conditions  for  excess-profita-tax 

Surposee.    See  Arts.  76  and  77  of  Reg. 
fo.  41  and  T.  D.  2662— T.  D.  2001  modi- 
fied pan^raph  F  of  T.  D.  2662. 


Sec.  13,  act  of  1016  as  amended. 

Calendar-year  returns  were  due  March  1 
of  the  succeeding  year.  (Time'for  ipinic 
all  1017  fisca]  and  calendar  year  returns 
wM  extended  to  April  1,  1016,  by  T.  D. 
2650.) 

Fiscal  year  returns  were  due  60  days 
after  the  close  of  the  fiscal  year. 

141526—10 2 


Sbc.  TZl.— Payment  of  tax  at  source. 

A  tax  of  10  per  cent  shall  be  withheld 
in  the  case  of  fixed  or  determinable  annual 
or  periodical  income  (other  than  di\i- 
dends  from  corporations  liable  to  the  in- 
come tax  and  interest  upon  corporate 
bonds  containing  a  tax-iree  co\*enant 
clause)  payable  to  a  foreign  corporation 
not  engaged  in  trade  or  business  uithin 
the  United  States  and  not  haviD£  an 
office  or  place  of  business  therein,  al<«  a 
ux  of  2  per  cent  on  tax-free  co>enant 
bonds  paid  to  .a  foreign  corporation  not 
ha\ing  an  office  or  place  of  business 
within  the  United  States.  Withholding 
at  10  per  cent  is  also  required  from  interest 
on  bonds  or  other  securities  where  the 
owner  of  such  securities  is  unkno\^'n  to 
the  withholding  agent. 

Sec.  23S.— Credit /or  taxes. 

New  in  1918  act.  See  comparison  un- 
der Sec.  222. 

Sec.  '2^d.~  i'orporatwn  returns. 

Same  as  1917  net  except  the  following: 

Pro\i8ion  requiring  an  agent  of  a  non- 
resident foreign  cor^ration  to  file  a  re- 
turn for  the  corporation. 

Returns  of  all  corporations  are  subiect 
to  the  provisions  of  Sees.  226,  227, 
and  22S. 

Provision  for  prorating  the  specific  ex- 
emption of  $2,000  in  the  case  of  returns 
uij^r  Sec.  226< 

Sec  240. — Consolidated  returns. 

New  in  1918  act  for  income-tax  pur- 
poses. 


Skc. 


241.— TH'ww    and   place  for  filings 
utums 


(I)  Calendar-year  returns  muat  be  filed 
on  or  before  March  15  of  the  succeedim^ 
year  and  fiscal  year  returns  on  thf  ISth 
day  of  the  third  month  following  the  eleae 
of  such  fiscal  year;  otherwise  same  as  in 
1017  act. 
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8ec9.  0  (a)  and  14  («),  act  of  1916  tm 
ammided. 

Tax  muat  be  paid  on  or  before  June  15 
of  the  succeediniBc  year  except  in  the  case 
of  fiscal-year  retuma,  when  the  tax  must 
be  paid  on  or  before  the  expiration  of  105 
days  after  the  time  fixed  by  law  for  filing 
the  return.  The  provision  as  to  fiscal- 
year  returns  does  not  apply  to  individuals. 

Sec.  1009,  act  of  1917. 

Provision  is  made  in  this  section  for 
payment  of  tax  in  installments  as  fdlows: 

At  least  one-fourth  on  or  before  SO  days 
after  the  dose  of  the  taxable  year. 

At  least  one>fourth  within  2  months 
after  the  dose  of  the  taxable  year. 

At  least  one-fourth  within  4  months 
after  the  dose  of  the  taxable  year. 

Remainder  on  or  before  the  time  fixed 
by  law  iSte  Sees.  9  (a)  and  14  (a)]  for  pay- 
ment 01  the  tax. 

When  paid  in  advance  as  outlined 
credit  is  allowed  against  such  advance 
payments  at  not  exceeding  3  per  cent 
per  annum  computed  on  the  amount  so 
paid  from  the  date  paid  to  the  time  fixed 
oy  law  for  payment  of  the  tax. 

No  credit  allowed  on— 

(a)  Amounts  exceeding  the  taxes  deter> 
mined'to  be  due. 

(b)  Any  payment  made  after  4}  months 
fdlowing  the  dose  of  the  taxable  year. 

No  similar  provision  in  1917  act. 


Sec.  16,  Act  of  1916  as  amended 

Sees.  9  (a)  and  14  (a),  Act.  of  1916  as 
amended. 

Sees.  9  (a)  and  14  (a),  Act  of  1916  as 
amended. 

Three-year  limitatioD  under  the  1917 
act  Hie  limitation  is  not  necessarily  on 
the  assessment,  but  upon  the  discovery 
of  delinquency  or  error  within  three 
years. 

Sees.  9  (a)  .and  14  (a)  Act  of  1916,  as 
amended. 
Arts  262  and  263,  Reg.  No.  33,  revised. 


Part  IT.— Admintotrattve  Prorlaloiis. 

S^c:  250. ^Pajftnent  of  tax. 

(a)  Payment  of  tax  authorised  in 
installments  as  follows: 

One-fourth  at  the  time  fixed  by  law  for 
filing  the  returns  and  equal  payments  in 
three,  six  and  nine  months,  respectivdy, 
thereafter. 


An  extension  of  time  for  filing  the 
returns  extends  the  time  of  payment  of 
first  installment  of  tax  only  unless  other- 
wise provided  in  the  extension. 

Interest  at  ^  ol  1  per  cent  a  month  is 
added  to  any  installment  payment  post- 
poned at  taxpayer's  request. 

Entire  tax  payable  on  notice  and 
demand  if  any  installment  is  not  paid 
iHien  due. 

Entire  tax  may  be  pud  in  one  install- 
ment on  or  before  the  time  fixed  by  law 
for  filing  the  return,  or,  if  an  extension  has 
been  granted^  on  or  before  the  expiration 
of  the  extension 


(6)  Provides  for  prompt  examination  of 
the  return  and  determination  of  correct 
amount  of  tax,  recomputation  of  install- 
ments, and  adjustment  of  payments  due 
either  by — 

(1)  Crediting  any  overpayment  against 
subsequent  installments  or  by  refund. 

(2)  Requiring  payment  upon  notice  and 
demand  of  any  aenciency  in  installments 
due» 

Provides  penalties  for  understatements 
due  to  ne^uffence  or  willful  fraud. 

(c)  Tax  IB  due  upon  notice  and  demand 
if  return  is  made  under  Sec  3176,  R  S., 
as  amended. 

(d)  Provides  a  five-year  limitation  for 
determination  and  assessment  of  tax  or 
suit  or  proceeding  for  collection  of  tax 
except  in  the  case  of  false  or  fraudulent 
returns  with  intent  to  evade  the  tax,  in 
which  case  there  is  no  limit  tat  collection 
of  the  tax. 

(The  five-year  limitation  is  on  taXes 
imposed  by  the  Act  of  1918  only    0-833) . 

(e)  Provides  for  5  per  cent  penalty  and 
1  pcnr  cent  per  month  interest  on  any  un- 
paid tax  from  the  time  due  until  paid, 
except  that  such  penalty  and  interest  mil 
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TaxpAyefB  sbaSi  he  notified  of  the 
•mounts  lor  which  thoy  tre  liable  on  or 
before  June  1  of  each  year. 

8ec8.  9  (a)  and  14  (a),  act  of  1916,  as 
amended. 

No  eimilar  pioviBion  in  1917  act 


No  similar  provision  in  1917  act. 


8ec.  Id,  Act  of  1916  as  amended;  sec. 
1176,  R.  8.,  as  amended. 

AD  TALORXM  PXNAL1U8. 

Failure  to  6]e  returns  within  prescribed 
time,  50  per  cent  of  tax. 

If  filod  \x>luntarily  and  without  notice 
from  coHector,  and  oelay  is  due  to  reiwm- 
able  cause,  none. 

FhXoe  or  fraudulent  returns  willfully 
made,  100  per  cent  of  tax. 


Sec.  17.  Act  of  1916,  as  amended. 
"It  sboll  be  the  (fu^  of  everv  collector  ^ 
to  give  receipts  for  taxes  paid. 


Sec.  U  (a),  Act  of  1916  as  amended. 
Also  8ecs  3220  and  3225,  R.  S. 


See.  H  (d).  Act  of  1916  as  amended 
(Sec.  3225,  R.  6.). 

"  When  a  second  assessment  is  made  in 
cam  of  any  list  statement  or  return, 
whidi  in  the  opmion  of  the  collector  or 
deputy  ool}octor  was  false  or  fraudulent, 
or  contained  any  understatement  or 
undervaluation,  no  tax  collected  under 
•uch  assessment  shall  be  recovered,  by 
anv  suit  unless  it  is  prdved  that  the  said 
list  statement,  or  return  was  not  false 
nor  fraudulent  and  'did  not  contain  any 
understatement  or  undsrviduatian;  but 
this  secti:n  shall  not  apply  to  statements 
or  retunis  made  or  to  oe  made  in  good 
faiih  under  the  laws  of  the  United  Sii^ 
regarding  annual  devredatiofi  ol  oil  or 
gat  wells  and  mines. '^ 
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not  apply  to  that  part  of  such  tax  covered 
by  a  bona  ^e  daim  for  abatement 

Instructions  on  fetums  are  considered 
sufficient  notice  and  demand  in  case  of 
first  installment  of  tax. 

(/)New  in  1918  act.  Five  doDart 
added  to  the  tax  when  neceesary  to  scnra 
a  warrant  of  distraint 

(ff)  Procedure  for  collection  of  taxes 
from  taxpayers  designii^  to  leave  the 
United  8utes  or  to  remove  their  property 
therefrom. 

Sec  3176,  R.  8.,  as  amended  by  Sec. 
1317.  Act  of  1918. 

An  TALOBBX  PBNAUHS. 

Failure  to  file  returns  within  prescribed 
time,  25  per  cent  of  tscx. 

If  failure  ia  due  to  **reasonable  canse/' 
none.  See  Com.  Mim.  2200  for  "what 
constitutes  reasonable  cause." 

False  or  fraudulent  returm  wfllfoOy 
made,  50  per  cent  of  tscx. 

Sbc.  2Sl,''IUeeipU  for  taxei. 

When  requetted  hjf  taxpajMn^  coUedon 
are  required  to  give  rectfpts  for  taxes 
paid.    Otherwise  same  as  1917  act 

Sbc.  252.— J{4^Wiidi. 

Also  Sees.  3220  and  3225,  R.  8. 

Generally  same  as  1917  act  except  as 
follows: 

New  in  1918  act: 

Provision  for  offsetting  overpayments 
of  tax  in  one  year  against  unaefpayments 
in  another 

Five>^rear  limitation  on  such  adjust* 
ment  either  by  credit  or  refund  unless  a 
claim  has  been  filed  by  the  taxpayer  be- 
fore the  expiratbn  of  the  five  years. 

Sec.  3225,  R.  8.,  as  amended  by  Sec. 
1316  Act  of  1918,  reads  as  follows: 

"When  a  second  assessment  ii  made  in 
case  of  any  list^  statement  or  return, 
which  in  the  opmion  of  the  collector  or 
deputy  collector  was  false  or  fraudulent, 
or  contained  any  underBtatement  or  un* 
dervaluation,  such  assessment  shall  not 
be  remitted,  nor  shall  taxes  collected 
under  such  assessment  be  refunded,  or 
paid  back,  or  recovered  by  any  suit 
unless  it  ii  proved  that  sucn  list,  state- 
ment or  return  was  not  willfully  false  or 
fraudulent  and  did  not  contain  any  will- 
ful understatement  or  ondervaluMioA.^ 
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Sec.  18,  Act  of  1916  m  amended. 

Penaltv  it  not  leed  than  $20  nor  more 
than  $1,000  for  refuMl  or  negled  to  pay 
taxes,  make  retuniB,  or  supply  informa- 
tion required  by  the  act. 

Sec  14  (c).  Act  of  1916  as  amended. 

Corporations,  joint  stock  companies,  or 
associations,  and  insurance  companies 
that  refuu  or  ntgUct  to  make  returns  as 
required,  or  make  false  or  fraudulent  re- 
turns ar^  liable  to  a  penalty  of  not  more 
than  $10,000. 

Sec.  18.  Act  of  1916  as  amended 

Individuals,  and  an^^  officen  of  any 
corporations,  partnerships,  asKKriations, 
or  insurance  companies  required  by  law 
to  make,  sicn,  or  verify  any  return  or 
supply  any  Information,  who  make  false 
or  fraudulent  returns  or  statements  with 
intent  to  defeat  or  evade  the  tax  shall  be 
guilty  of  a  misdemeanor  and  be  fined  not 
exceeding  $2,000  or  be  imprisoned  for  not 
more  tlum  one  year,  or  both,  with  the 
costs  of  prosecution. 

Sec.  1004,  Act  of  1917. 

Whoever  fails  to  make  any  return  re- 
quired by  this  act  or  the  reffulations, 
makes  any  false  or  fraudulent  returns, 
evades  or  attempts  to  evade  the  tax  im- 
posed, or  fails  to  collect  or  pay  over  any 
such  tax,  is  subject  to  a  penalty  of  not 
more  tbaa  $1,000  or  to  imprisonment  for 
not  more  ^  than  a  year,  or  both,  at  the 
discretion  of  the  court,  and  ih  addition 
thereto  a  penalty  of  double  the  tax  evaded 
ornotpm. 


This  section  prescribes  spedfie  peasi- 
fies.  8u  Sec.  250  for  ad  valorem  penal- 
ties. 

Under  the  1918  act  any  individual^ 
corporation,  or  partnenhip  that  fails  to 
pay  or  collect  an^  tax,  make  any  returns, 
or  supply  any  information  required  by 
the  act  is  liable  to  a  penalty  of  not  more 
than  $1,000. 

Any  individual,  corporation,  or  part- 
nership, or  any  officer  or  employee  ot  any 
corporation  or  member  or  employee  of  a 
partnership,  who  willfullv  renises  to  p^y 
or  collect  such  tax,  to  make  such  return, 
or  to  supply  such  information  at  the  time 
or  times  required  under  this  title,  or  who 
willfully  attempts  in  any  manner  to  de- 
feat or  evade  the  tax  imposed  by  this 
title,  shall  be  guilty  of  a  misdemeanor 
and  shall  be  fined  not  more  than  $10,000 
or  imprisoned  for  not  more  than  one  year, 
or  both,  together  with  the  costs  of  prose- 
cution. 


Sec.  26,  Act  <^  1916  as  amended. 


Sec.  27,  Act  of  1916  as  amended. 


Sec.  i28,  Act  of  1916  as  amended. 
Returns  were  required  in  cases  of  pay* 
ments  ol  $600  or  mose. 


Sec.  254.— jRetunw  of  pO^menis  cf  dixi- 

Same  as  1917,  except  Chat  the  corpora- 
tion need  not  state  iii  the  return  the  years 
when  the  amounts  distributed  weie 
earned. 

.    Penofial  service  corporations  also  aro 
subject  to  the  provisions  of  this  s^ctioD. 

Sbc.  266,— Returns  of  brohri. 

Same  as  1917  act. 

Sbc.  266,'—Ir\fi)rmaiMn  at  Kfurte. 

Practically  same  as  1917  act,  except 
that  returns  are  required  in  case  of  pay- 
ments of  $1,000  or  more  and  returns  are 
required  only  to  the  extent  that  tiie  CoiBe 
missioner  with  the  approval  of  the  Seo> 
retary  may  prescribe. 
APPBKDIX  PAOB  M2  ^  . 
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Sec  14(b),  Act  d  me  M 


ItlS. 

Sbc.  267.^Betumi  to  be  jpuhKc  neordf. 
)  M 1917  act,  except  af 


FtacttcaQyi 
fellows: 

Stockhoklen  of  record  owning  1  per 
cent  or  more  d  the  stock  of  a  oorpoisdoii 
shall  be  allowed  to  examine  the  cofpoca* 
tion'sretom^bnta  penalty  isnovidedfor- 
improper  disdosores  d  any  informatiott 
so  obtained. 

The  Conunissioner  is  reqnised  to  make 
public  in  such  manner  as  he  shall  de- 
tennine  lists  containing  names  and  id* 
dresses  ci  all  individuals  making  income- 
tax  returns. 


Sec  21,  Act  of  1916  as  amended. 


Sxc.  268.— PuMtortion  qf^ttaMttia. 
Same  as  1917  act 


Sec  9  (f),  Act  of  1916  as'amended. 


Not  coireied  in  1917  act 


Sec  259.— OottacCiofi  qf foreign  items. 
Same  as  1917  act. 

Sbc,  260.— OitiMns  </  DmUd  Statee 
poMetsiofM. 

'  Cititens  of  United  Sutes  posBpssioM 
not  residents  of  the  United  States  are  sub- 
ject to  income  tax  only  on  income  de- 
rived from  sources  within  the  United 
States. 


Sec.  23,  Act  of  1916  as  amended. 
Sec  6,  Act  of  1917. 
The  war  income  tax  does  not  apply  to 
Porto  Rico  or  the  Philippine  Islands. 


Sbc  261.— Porto  Rico  and  PAOippifM 
Jilandi* 

In  Porto  Rico  and  the  Phflippine 
Islands  the  Act  of  1916  as  jUMnded  is  in 
fotce,  bM  not  the  Act  oi  1918.  See  sUo. 
sec.  1400. 


TITLR    m.— WAE-PB0nT8    AN9 
KXGKSS-PBOnTS  TAX. 


Sec  200,  Definitions. 

In  general,  same  as  for  1918. 

"Tnde  and  business  **  indudes  pro- 
f^Bsicns  and  occupations.  (Not  applic- 
cMe  in  1918.)  Net  income  in  the  case 
of  a  foreign  corporation  or  partnenhip  or 
a  nonresident  aUen  individual  means  the 
net  income  from  sources  within  the 
United  States. 


Part  I.— Oeneral  Deinlttona. 

Sbc  300.  ^-OmenU  d^/Mtione. 

TaxaMe  year,  fiscal  yte,  personal- 
service  coiporation,  paid  or  accrued,  and 
dividends  nave  same  meaning  as  in  Seci» 
200  and  201 
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Part  II.— Impoaltlon  of  tvu 

8bc  SOI   ImpotiHono/tax, 
(On  corporations  only.) 


Sec.  201. 

(Tax  applies  to  corporations,  partasp- 
•hips,  una  individuals). 

Rate  of  tax  {19J7  only). 

Bats 
Brtdkst.       AmouDt  of  net  Inomns.       iMrotot. 

1.  Net  income  in  excees  of  de- 

duction but  not  over  15 
per  cent  of  invested  capi- 
tal  » 20 

2.  Net  income  between  15  and 

20  per  ceut  of  invested 
capital 25 

3.  Net  Income  between  20  and 

25  per  cent  of  invested 
capital 85 

4.  Net  income  between  25  and 

33  per  cent  of  invested 
capital .-..       45 

5.  Net  income  in  excess  ofSS 

per  cent  of  investsd  capi- 
tal          60 

The  total  tax  will  be  the  sum  of  the  tax 
in  the  five  brackets. 

Every  partnership  and  corporation  not 
exempt  snail  be  deemed  to  be  engaged 
in  trade  or  business. 


Sec.  209. 

In  case  of  a  trade  or  business  havine 
no  invested  capital  or  only  a  nominal 
capital,  tax  is  8  per  cent  of  net  income  in 
•xcess  of-' 

(a)  13,000  in  esse  of  a  domestic  corpora- 
tion: 

'  (6)  HS.OOO  in  case  of  a  domestic  partner- 
ship or  a  citizen  or  resident  of  the  United 


(a)  For  1918, 

Rst* 
Bfsekst        Amount  oC  net  InoQBM.       ptrctnt. 

1  Net  income  in  excess  of  ex- 
cess-profits credit  and  not 
in  excess  of  20  percent 
of  invested  capital .  30 

2.  Net  income  in  excess  of  20 

per  cent  of  invested  capi- 

3.  Net  income  in  excess  of  war- 

profits  credit  80 


The  total  tax  will  be  the  sum  of  the  tax 
in  brackets  1  and  2  plus  the  amount  by 
which  the  tax  in  bracket  djsxceeds  tlie 
tax  in  brackets  1  and  2.  The  total  tax 
will  be  the  sum  of  the  tax  in  brackets  1 
and  2  if  such  total  exceeds  the  tax  in 
bracket  3.  The  total  tax  under  this  sec- 
tion is  subject  to  the  provisioiis  of  Sec 
802. 

No  similar  provision. 

Penonal  service  corporatioiis  not  snb- 
iect  to  the  tax.  8u  Sec.  308  Um  partial 
penonal  service  corporation. 


No  deduction  allowed  in  any  other 


No  similar  provision. 


No  aiailar  piovirion. 


Not  covered  in  theact   8*€  Art  17, 
No  similar  providoo. 


(5)  For  1019  and  subsequent  yean  on! v 
the  firrt  and  second  brackets  are  used 
and  the  rates  o!  tax  are  20  per  cent  and 
40  per  cent,  respectively.  The  total  tax 
is  subject  to  the  provisions  of  Sec.  802. 

(c)  New  in  1918  act. 
Taxability  of  income  in  1919  and  sob* 

sequent  yean  from  Government  cott* 
tracts  made  between  April  6,  1917,  and 
November  11, 1918. 

(d)  If  excess-profits  credit  Is  not  ex- 
hausted under  first  bracket  of  sobdivi- 
sions  (a)  or  (5)  the  excess  is  to  be  ap- 
plied to  the  second  bracket  ,  , 
•  (e)  For  the  purpose  of  the  act  of  Mardi 
21.  1918.  placing  transportation  s^vtema 
under  Federal  control,  excess  and  war- 
profits  tax  iB  deemed  as  levied  by  an  act 

•^  amendment  of  Title  II.  Revenue  Act 
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8ec.  302,^Limitalion  of  tax. 

Tftx  in  subdivision  (o)  of  Sec.  801,  shall 
not  exceed- 
so  per  cent  of  net  income  between 
18.000  and  $20,000,  nlus  80  per  cent 
of  net  income  over  $20,000. 
TuE  in  subdivision  (6)  of  Sec.  301  shall 
not  exceed— 

20  per  cent  of  net  income  between 
$3,000  and  $20,000,  plus  40  per  cent  of  net 
income  over  $20,000. 
T^x  in  (a)  and  (6),  Sec.  301,  when  used 
in  (c).  Sec.  301,  shall  not  exceed  limita- 
tion as  stated. 

For  limitation  in  case  of  return  for  lesa 
than  12  months,  see  Art  732  of  Reg.  No. 
45. 


No  similar  provision* 


6m:.  201. 

All  trades  or  businesses  in  which *a  part- 
Dflfship  or  a  corporation  is  engagea  are 
deemed  a  siogle  trade  or  business  and  all 
income  from  whatever  source  received  is 
treated  ae  received  from  such  teade  or 
buiinesB.    See  aUo  Sec.  209. 


Sbc.  303. — Tax  when  partly  pewmaU 
iervice  (Aismea. 

If  pot  less  than  30  per  cent  of  total  net 
income  is  derived  from  personal  service 

Shase  of  business,  the  part  of  net  income 
erived  from  nonpersonal  serx-ice  phase 
of  business  is  taxed  separately,  using  pro- 
portionate parts  of  excess  and  war' profits 
credits. 

The  tax  on  personal  service  income  will 
be  the  same  percentage  of  such  income  aa 
the  tax  on  the  nonpersonal  serxice  income 
is  of  such  income,  but  not  less  than  20  per 
cent  of  the  personal  serWce  income. 

If  tax  on  entire  net  income  disregarding 
this  section  is  less  than  20  per  cent  of  the 
income,  this  section  v  ill  not  apply. 

Total  tax  under  this  section  subject  to 
limiUtion  of  Sec.  302. 


gold 


Sec.  201. 

The  tax  applies  to  income  from  all  trades 
or  businesses  except: 

(a)  Compensation  or  fees  received  -by 
officers  and  employees  of  the  United 
States,  or  any  State,  Territory,  or  the  Dis- 
trict of  Columbia,  or  any  local  subdi  virion 
thereof,  for  their  services  as  such. 

(b)  Corporations  exempt  under  Sec.  11, 
Title  I,  Act  of  September  8,  1916,  as 
amended;  also  partnerships  and  individ- 
uals to  the  extent  that  they  are  carrying 
on  the  same  trade  or  business,  or  come 
within  the  same  descriptions. 

(c)  Incomes  derived  from  the  business 
of  life,  health,,  and  accident  insurance 
combined  in  one  policy  issued  on  the 
weekly  jM^emium  payment  plan. 

lie  tax  shall  not  be  imposed  in  the  case 
of  the  trade  or  business  of  a  foreign  corpo- 
ration or  a  foreign  partnership,  or  a  non- 
resident alien  individual,  the  net  income 
of  which  trade  or  business  during  the 
taxable  year  is  less  than  $3,000. 

APPENDIX  PAQB  205 


Sec.  SOi.—Exemptions, 


(a)  Those  listed  in  Sec.  231  to  the  ex- 
tent they  are  exempt  under  Title  II. 

(6)  Those  having  less  than  $3,000  net 
income. 
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Not  fp«cifically  Movidwl  in  the  aot. 
$€$  Art.  90,  lUg.  No.  41. 


Bee.  200. 
Same. 


Ho  similar  provieion. 


Sec.  ZOb.—ApportionmerU  of  SjKcijic 

If  the  return  if  for  len  than  12  months, 
the  specific  exemption  of  13,000  moet  be 
reduced  to  the  same  pfopoftion  of  |S,000 
that  the  period  coverea  by  the  return 
bears  to  12  months. 

rart  III.— Credits. 

"Sec.  310.— vPrtfMW  pmioi. 
Means  calendar  years  1911,  1912,  1913, 
or  as  many  of  such  years  during  the  whole 
of  which  the  corporation  was  in  existence. 

Sec.  311.— H^ar  projitt  crtdit. 


ciSc 

Cooditloos. 

ex- 
emp- 
tion. 

Credit. 

(a)  Incenerd.... 

13,000 

prewar  perM  pins  or 
minus  as  CMS  akf  be, 
lOpercwtsfMdlf^ 

fereoce  betwoea  e««r> 
ase  mvested  oipitallor 

prewar  period  aadhh 

ablerMT.   Prorato  U 

return  (s  for  less  tbaa 

Dmontlu. 

{¥)  N'o    net    In- 

3.000 

Plus,  in  per  cent  of  in- 

ooroe     dunm; 

vested  capital  for  Ux- 

pcewtf  ptnod 

able  year. 

or  If  credit  to 

(«)  is  le»  than 

10  per  oent  of 

invested  capi- 

tal for  tax  year. 

(e)  Not  in  exist- 

3,000 

Plus  credit  based  on^bai 

ence  durins  all 

or  at  least  one 

gaeed  m  aame  imittal 

year  of  prewar 

class  of  bosiites;  bat 

penod  except 

not  less  than  10  per 

as  in  ('>. 

cent  of  tovested  capi- 
tal for  taxable  year. 
UnUl  averace  ueitemafi 
of  net  inooSe  teK 
vested  ead|ta  l»  5^ 

. 

UaSbloyMrdMrtldbe 

(rf)lf     oorpor*. 
ticnwuDOtm 

existence  dor- 

Ins  all  o(  at 

least  one  pro- 

war  year,  and 
(Dlfmalonty 

of  iu  stock  IS 

owned  or  ccff- 

troHed    bT    a 

corporation 

which   had   a 

prewar    exist- 

ence, or  (a)  if 

do  per  cent  or 

more   of  its 

gross    iaoome 

was    derlTwl 

from  a  Oovem* 

ment  contract 

made  between 

Apr.   «,   1917, 

and  N07.  11, 
1918. 
(«)  Foreign  cor> 

N... 

8M8eo.a27. 

poraUODi. 
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Sec.  203.  Deduction. 
(a)  Domestic  corporation:  An  amount 
eoual  to  the  same  percentage  of  the  invest- 
ea  capital  for  the  taxable  year  which  the 
average  net  income  of  the  trade  or  busi- 
n3SB  during  the  prewar  period  was  of  the 
invested  capital  for  the  prewar  period  (not  . 
less  than  7  nor  more  than  9  per  cent  of 
invested  capital  for  taxable  year) — plus 
13,000. 

(6)  Domestic  partnership  and  citizen 
or  resident  of  United  Statw.  Same  afi  in 
(a)— plus  $6,000. 

(c)  Foreign  corporation  or  partnership 
or  a  nonresident  alien  individual.  Same 
as  in  (aV— plus  none. 

((/)  If  prewar  average  net  income  can- 
not be  aetermined,  deduction  shall  be 
computed  under  Sec.  205.  {See  following 
Sec.  204,  below.) 
Sec.  204.-  Deduction  (continued). 
If  corporation  or  partnership  was  not  in 
existence  or  individual  not  in  business 
during  all  of  at  leaat  one  prewar  year: 
8  per  cent  of  invested  capital  for  taxable 
year— plus  $3,000  for  corporation;  $6,000 
for  partnership  or  individual. 

Foreign  corporation  or  partnership  or 
nonresident  alien  individual:  8  per  cent 
of  invested  capital  for  taxable  year— plus 
none. 
Sec.  205  Ka).  Deduction  (continued). 
If  taxpayer  had  no  net  income  during, 
the  prewar  period,  or  if  during  the  prewar 
period  the  percentage  of  the  taxpayer  a 
net  income  to  invested  capital  was  low  as 
compared  with  similar  data  of  representa- 
tive taxpayers  engaged  in  a  like  or  similar 
business,  the  deduction  shall  be: 

(1>  For  domeitie  corporation.  An 
amount  equal  to  the  same  percentage  of 
iU  invested  capital  for  the  taxable  year 
which  the  average  deduction  (determined 
as  in  Sec.  203  but  excluding  the  $3,000  or 
$6,000  mentioned  therein)  for  such  year 
of  representative  corporations  is  of  their 
average  invested  capital  for  such  year — 
plus  it.OOO. 

(2)  jPor  domestic  partnerakip  or  c%tuen 
or  resident  of  United  States:  Amount  com- 
puted on  same  principle  as  in  (1) — plus 
$6,000. 

(8)  For  foreign  corporation  or  pwtncr- 
ship  or  for  nonresident  alien  individual: 
Amount  computed  on  same  principle  as 
in  (1)— plus  none. 

AverM  percentage  of  n«t  income  to 
investad  eapittl  of  repr«etstaUv«  tis» 
payers  shall  do  determined  by  the  Com^ 
miasioner. 

In  case  of  taxpayers  having  fiscal  years, 
the  percentage  determined  by  the  caleki* 
dar  year  enodng  during  such  fiscal  year 
ahaubeused. 


Sbc.  Z12. —Excess-profits  credit. 

$3,000  plus  8  per  cent  of  invested  capital 
for  taxable  year. 

No  specific  exemption  of  $3,000  to  a 
foreign  corporation.    See  Sec.  327. 


Somewhat  similar  prevision  in  Sec. 
328  (b). 
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1917. 


(6)  In  cases  coming  under  this  section 
(205),  the  tax  w  computed  on  the  basis  of 
a  deduction  determined  under  Sec.  203, 
but  the  taxpayer  may  file  a  claim  for 
abatement  of  amount  by  which  tax  bo 
awewod  exceeds  tax  if  assessed  under 
this  section  (206). 

Collection  of  tax  covered  bv  claim  may 
be  withheld  till  claim  is  decided  but  bond 
may  be  required  of  taxpayer. 

^.  210. 

When  invested  capital  can  not  be  deter- 
mined by  the  Secretary  of  the  IVeasury, 
the  deduction  shall  be: 

An  amount  equal  to  tho  same  propor- 
tion of  tlie  net  income  from  the  trade  or 
business  received  during  the  taxable  year 
as  the  proportion  which  the  average  de- 
duction (as  per  Sec.  20G  excluding  13,000 
and  $6,000)  for  the  same  calendar  vear  of 
repreeentative  taxpayers  engaged  in  a 
similar  trade  or  business,  bears  to  tJie  total 
net  income  of  the  trade  or  business  re- 
ceived by  such  taxpayers— plus  $3,000  in 
the  case  of  a  domostic  corporation:  $6,000 
in  the  case  of  a  domestic  partnership  or  a 
citizen  or  reoident  of  the  United  States. 

Proportion  between  deduction  and  net 
income  in  each  trade  or  business  to  be 
determined  by  Commissioner.  If  tax- 
players  have  fixed  fiscal  >'ear9  the  propor- 
tion dotemnoed  for  the  calendar  vear 
ending  during  such  fiscal  year  shall  be 
used. 


1M& 


8m  Sec.  327  (a). 

T%x  is  determined  on  basb  of  ratio  ot 
average  tax  to  average  net  income  of 
representative  taxpayers. 


Somewhat  similar  provisioii  in  Sec. 

328  (b). 


Sec.  206.  Net  income  of  corporations. 

(a)  1911  and  1912.— Same  as  1918. 

(b)  1913.— Same  as  1918. 


(c)  Taxable  year.  Net  income  com- 
puted as  provided  in  Title  I,  Act  of  Sep- 
tember 8,  1916,  as  amended  by  this  act 
(Oct.  3,  1917)  less  dividends  on  stock  of 
other  corporations  subject  to  the  tax. 

Not  specifically  covered  in  thQ  act. 
Determined  in  same  manner  as  for  1918. 


PART  4.— Net  laeome. 

Sec  320.— Aef  tnoom#. 

(a)  1911:  Net  income  as  computed 
under  act  of  August  5,  1909,  plus  taxes 
imposed  by  that  act  and  paid  during  the 
year. 

1912:  Same  as  1911. 

1913:  Net  income  as  computed  under 
act  of  October  3. 1913,  plus  taxes  imposed 
by  the  act  of  August  5,  1909,  and  paid 
during  the  year,  minus  dividends  on 
stock  or  from  earnings  of  corporations  tax- 
able under  that  act. 

Taxable  year— Net  income  as  computed 
for  income-tax  purposes. 


(6)  Average  net  income  for  prewar 
period  determined  by  dividing  number  of 

J^ears  of  prewar  existence  into  net  income 
or  such  years,  no  deduction  to  be  made 
for  years  in  which  there  was  a  net  loss. 
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Net  income,  partnenhipB  and  individ- 
uals. 

Net  income  for  1911,  1912,  1913,  and 
taxable  year,  computed  as  provided  in 
Title  I,  Act  of  September  8,  1916,  as 
amended  by  this  act  (Oct.  3, 1917),  except 
as  follows: 

(1)  Credit  allowed  by  Sec.  6  (b).  act  of 
September  8,  1916,  as  amended  (divi- 
dends on  stock  of  corporations  subject  to 
the  tax)  shall  be  deducted. 

Deductions  allowed  partnerships: 
TaxpAyer.  Period 


No  similar  provision,  partnerships  and 
individuals  not  subject  to  the  tax. 


partncnhlp. 


mi-1912,  Same 
1913,  and  tax-  uali 
able  year. 


Fordfli  pert-   Sama. 
nenhlp. 


DeducUant. 
s  lodlTld. 
^«e  Seo.  6 
(a),  Act  of  Sep- 
tember 8, 1916,  as 
amended, 
una  as  Individ- 
aals.  See  Bee  S 
(a),  Act  or  Sep- 
tember 8,  I9lt,  at 


Not  specifically  defined  in  the  act. 
^etArt.  47ofR^.  No.  41. 


Not  specifically  defined  in  the  act. 
8m  Art.  47  of  Reg.  No.  41. 


Not  specifically  defined  in  the  act. 
8h  Art.  44,  Reg.  41,  par.  100. 

Sec.  207,  Par.  2. 

As  used  in  this  title  (II),  invested  capi- 
tal does  not  include  stoccs.  bonds  (other 
than  obligations  of  the  United  States)  or 
other  assets,  the  income  from  which  is  not 
subject  to  the  tax  imposed  by  this  title. 


No  similar  provision;  partnerships  not 
subject  to  the  tax 


Ptrt  T.— Invested  CtpltaL 

Sbc.  326.— Term*  relating  to  Invetted 
Capital, 

(a)  Definitions: 

Intangible  property- 
Patents. 
Gopyrights. 

Secret  proceoses  and  formula. 
Qoodmll. 
Trade-marks. 
Trade  Brands. 
Frsnchises. 
Otheir  like  property. 
Tangible  property- 
Stocks. 
Bonds. 
Notes. 

Other  evidences  of  indebtedness. 
Bills  and  accounts  receivable. 
Leaseholds. 

Property  other  than  intangibles. 
BoROwed  Capital- 

Money  or  other  property  bor- 
rowed. 
Inadmissible  assets- 
Stocks,  bonds,  and  other  obliga- 
tions (except  obligations  of  the 
United  States)  the  dividends 
or  interest  from  which  are  not 
included  in  net  inocHne  except 
where  income  from  such  assets 
consists  in  part  of  gains  or 
profits  from  the  sale  or  other 
disposition  thereof^  or  interest 
from  such  assets  is  in  effect  in- 
cluded in  net  income  by  reason 
of  Sec.  234  fa)  2,  a  correspond- 
ing part  of  the  capital  invented 
in  such  assets  shall  not  Ve 
deemed  inadraissiblo. 
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Not  specifically  defined  in  the  act.    8ei 
Par.  m,  Art.  53,  Reg.  No.  41. 


Not  specifically  defined  in  the  act. 


INVBSTSD  CAPTTAL. 

Sec.  207  (a).  In  the  case  of  a  corpora- 
tion or  a  partnerBhip  means — 

(1)  Actual  cash  paid  in. 

(2)  Actual  cash  value  of  tangiUe 
pKpmty  paid  in  other  than  cash  for 
stock  or  snares  at  the  tSme  of  such  pay- 
ment (but  if  paid  in  prior  to  Jan.  1, 1914, 
the  actual  cash  value  of  the  tangible 
property  ss  at  Jan.  1,  1914,  but  in  no 
esse  td  escaed  tli#  psr  value  of  th«  orifl;inal 
stock  or  shares  specifically  issued  there- 
lor.) 


Actual  cash  value  of  patents  and  copy- 
rights paid  in  lor  stock  or  shares  at  the 
time  of  such  payment  may  be  included 
jn  invested  capital,  but  not  in  an  amount 
ezceedinjK  the  p&r  value  of  the  stock 
spedficafly  issued  therefor. 

Actual  cash  value  of  good  will,  trade- 
marks, trade  bnuids.  and  like  intangible 
property  acquired  for  cash  or  taogible 
property  at  time  acquired  but  not  in  ex- 
cess of  actual  cash  paid  for  same  or  cash 
vaine  of  tangiUe  property  specifically 
paid  for  same. 

(3)  Same  as  1918,  except  the  term 
'^used  or  employed  in  the  business,'* 
modifies  surplus  and  undivided  profits. 

Good  will,  trade-marks,  trade  brands, 
and  like  intangible  proper^  acquired 
bona  fide  (mor  to  March  3, 1917,  for  stock 
or  shares  in  a  corporation  or  interest  or 
shares  in  a  partnenhip  may  be  included 
in  invested  capital  at  a  value  not  ex- 


(«)  Actual  cadi  value  of  intangit  les 
at  time  paid  in. 

(6)  IW  value  of  stock  specifically 
i«ued  for  same. 

(e)  Twenty  per  cent  of  the  total 
interest  er  shared,  in  the  part* 
neiBhip  or  20  per  cent  of  the 
total  par  value  of  the  stock  out- 
standing as  at  March  3, 1917. 


Admissible  Assets. 

All  assets  other  than  inadzaia- 

sibles  valued  in  accordance 

with  Sees.  326,  330,  and  331. 

(6)  Par  value  in  case  of  stock  o(  shares 

issued  at  a  n<miinal  value  or  having  no 

par  value  is  the  &ir  market  value  of  such 

stock  or  shares  as  at  the  date  of  issue. 

8bc.  826.— JnvtftCed  eapUal 

(a)  Invested  capital 


(1}  Actual  cash  bona  fide  paid  in  for 
stock  or  shares. 

(2)  Actual  cash  value  of  tangible  prop- 
erty other  than  cash,  bona  fide  paid  in  for 
stock  or  sharas  at  the  time  of  su£h  pay- 
ment, but  not  in  excess  of  par  value  of 
stock  or  shares  specifically  issued  therefor 
unless  cash  value  of  property  when  paid 
in  can  be  proved  greater  than  par  value 
of  stock  or  shares  issued  therefor,  in 
whidi  case  excess  may  be  treated  as  paid 
in  surplus. 

CommisBioner  shall  keep  a  record  oi 
coming  within  the  above  exception 


and  upon  request  fumirii  a  copy  to  Con- 
gress notwithstanding  Sec.  257. 

Patents  and  copyrights  are  classed  as 
intangibles  in  Revenue  Act  of  1918  and 
subject  to  25  per  cent  limitation  if 
acquired  for  stock  or  shares. 

Not  speafically  covered  in  1918  act. 


(3)  Paid  in  or  earned  surplus  and  un 
divided  profits,  but  not  including  surplus 
and  undivided  profits  eaned  during  the 
taxable  year. 

(4)  Intangible  property  bona  fide  paid 
in  for  stock  or  shares  prior  to  Marcu  3, 
1917,  but  not  exceeding- 


Co)  Actual  cash  value  of  property 

when  paid  in. 
(6)  Pfeur  value  of  stock  issued  therefor. 

(e)  Intheagsregate25perceiitofpar 
value  Of  total  outstanding  etock 
en  shares  of  the  corpomtioo 
Mardi  3, 1917. 
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1917.  iMS« 

(5)  Intangible  property  bona  6de  Mid 
in  for  atock  or  shares  on  or  after  BCardi  S. 
191t.  but  Aot  exoeeditif : 

(S)  Same  as  in  (4) 

(c)  In  the  i^gr^gate  25  per  cent  of  par 

value  of  capital  stock  of  cor- 

p^tion  outstanding  at  beg;in- 

ning  of  taxable  year. 

(b)  **  tnvcstod  capital  *'  (foes  not  include 

'* borrowed  capital. 

{e)  Invested  capital  as  defined  above 
must  be  reduced  by  a  percentage  thereof 
eoual  to  the  percentage  which  the  amount 
of  inadmissible  assets  is  of  the  amount  of 
admiasible  and  inadmissible  assets  held 
during  the  year 

(d)  Invested  capital  for  any  peiiod 
means  the  average  invested  capital.  In 
a  return  for  a  fractional  part  of  a  year,  in- 
vested capital  (except  for  purpose  of  Sec. 
311  (a)  2).  shall  be  the  same  fractional 
part  of^such  average  invested  oapital^ 

Avenge  invested  capital  for  prewar 
pcffiod  is  determined  by  dividinff  thenum* 
Der  of  years  within  that  period  into  the 
sum  of  the  average  idveeted  capital  for 
such  years. 


"  Invested  capital  **  as  used  in  this  title 
does  not  include  money  or  other  property 
borrowed 

"  Invested  capital  **  as  used  in  this  title 
(11)  does  not  include  stocks,  bonds  (other 
than  obligations  of  the  United  States)  or 
other  assets,  the  income  f roo;i  %hich  ii  not 
subject  to  the  tax  imposed  bv  this  title 
(II).  See  aUo  Art  53,  paia.  129  of  Reg. 
No.  41. 

Same  as  1918.  except  that  ''averaged 
monthly"  is  added. 


Not  specifically  defined  in  the  act. 


.Sec.  207  (b) 

INTB8TED  CAFrrAL«  WDIVIDVALe 

(1)  Actual  cash  paid  into  the  trade  or 
business. 

(2)  Actual  cadi  value  of  tan^ble  prop* 
arty  paid  into  the  trade  or  businees  at  the 
time  of  such  payment  but  if  paid  in  prior 
to  January  I,  1914.  only  cash  ^  value  of 
property  as  at  that  oate  may  be  included . 

(3)  Actual  cash  value  of  patents,  copy- 
rights, good  will,  trade-marks,  trade 
braadi,  franchises  or  other  intangible 
property  paid  into  the  trade  or  business, 
at  the  time  of  such  payment,  if  payment 
was  made  therefor  specifically  in  cash  or 
tangible  property,  but  not  to  exos^  the 
actual  cash  paid  or  the  actual  cash  value 
at  the  time  paid  of  the  tangible  property 
specifically  paid  for  the  intangibles. 

In  case  of  foreign  corporations  and 
partnerriiips  and  nonresi(}ant  alien  indi- 
viduals the  invested  capital  means  that 
propcnion  of  the  entire  invested  capital 
at  defined  in  this  title  which  the  net  in- 
come from  seorees  within  the  United 
SUtes  bears  to  the  entire  net  income. 


.   Not  covered  in  191S  act.    tndividualg 
not  subject  to  ttid  tax. 


See  Sees.  327,  32S. 


Sbo.  927. —Special  caeee. 


War-profits  and  excess-profits  tax  shall 
be  computed  under  Sec.  328  in  the  fol- 
lowing cases: 
APf»fiNDIX  PAGTK  til 


Digitized  by  VjOOQIC 


COBiPARISON  1917-1918  INCOME  AHD  PROFITS  TAX  PROVISIONS 
ltl7.  IMS. 


Wb«i  invested  capital  can-not  be  de- 
tennined  by  the  Secretary.  (8m  Sec 
•  210.  under  ^Deduction.") 

Foreign  curporatioos  were  taxed  on 
their  net  income  from  sources  within  ^ 
United  States  at  the  rates  prescribed 
for  domestic  corporations  but  invested 
capital  for  the  purpose  of  computing  the 
deduction  was  aetermined  as  provided  in 
Sec.  207  (b). 

No  similar  provision  in  1917  act.  Com- 
pare with  Art  50.  Re|[.  41.  Under  the 
1917  act,  cases  of  this  kind  were  adjusted 
under  Sec.  210  only  when  the  Secratary 
of  the  TreasuiV  was  unable  to  determine 
satisfactorily  the  respective  values  ol  the 
several  daaees  of  property  at  the  time  of 
payment. 


No  similar  provision. 


No  similar  provisioo. 


Under  Sec.  210  the  adjustment  is  made 
on  the  basis  of  similar  deductions  instMid 
of  ratio  between  net  income  and  tax. 


Sa  Sec.  210,  par.  2. 


No  similar  provision. 


No  similar  provisioD. 


(a)  When  hivested  camtal  (Sec.  826) 
cui  not  be  determined  by  the  Comiida- 
sioner. 

(()  In  the  case  of  foreign  corpomliQiis. 


(c)  Where  a  mixed  aggregate  of  tan^- 
ble  and  intangible  property  was  paid  m 
for  stock  or  tor  stock  .anid  .bonds  and 
respective  values  as  at  time  of  payment, 
or  dasNS  of  property  paid  in  fbr  ttie  stoda 
or  bonds  can  not  be  determined. 

(d)  Where  the  OoimnisBioner  dedares 
of  record  that  the  tax  if  determined 
without  the  benefit  d  this  section  would 
owing  to  abnormal  oonditions  affecting 
capital  or  income  work  exceptional  barf 
Aip  <m  a  coiporation. 

This  subdivisi<m  (d)  will  not  •'Ppty  to 
anvcase — 

(1)  In  which  tax  is  hi^  merely  because 
a  hig^  rate  of  income  was  earned  durins 
the  taxable  year  on  a  normal  investea 
capital. 

(2)  In  which  50  per  cent  or  more  of 
the  gross  income*  (computed  under  Sec. 
233)  consists  of  ^bSi  etc^,  derived  on*a 
cost-plus  basis  trom  Qo^emment  cod* 
tracts  made  between  April  6,  1917,  and 
November  11, 1918. 

Seo.  328.— Ci>iiijMi<a(u>ii  of  toxin  spaeial 


(a)  Tax  in  cases  under  Sec  827  shall 
be  the  amount  which  bears  the  same 
ratio  to  the  net  income  of  the  taxpayer 
(in  excess  of  $3,000)  for  the  taxable  year 
as  the  avenge  tax  oi  representative  cm^ 
porations  ensaged  in  a  like  or  similar 
trade  or  buanees  bean  to  their  averace 
net  income  (in  excess  of  $3,000).  In 
case  of  foreign  corporations  tax  will  be 
computed  disregarcung  the  exomptaon  of 
13,000. 

"Representative  corporations"  HHI  in- 
clude only  those  whose  invested  capital 
under  Sec.  326  can  be  determined  and 
are  similarly  drcumstanoed  to  the  taxi- 
payer. 

(()  Computation  of  first  installment  off 
tax  under  Sec.  827.  Tax  shall  be  «tt 
basis  of  50  per  cent  of  net  income  p«id- 
ing  final  adfustment. 

Je)  OominisBiener  sUl  keep  noord  ot 
cases  coming  under  this  section  and  upon 
request  furnish  list  to  Oongrees  not- 
withstending8ec287. 
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Ptrt  YI.  Reorganizations. 


Sac.  204,  par.  2. 

Same  aa  1918,  except  that  date  is 
Xanuary  2, 1913. 


No  similar  j^visioo. 


No  eimSlar  pfoviaion. 


No  eimSlar  provisioiL 


8BO.208. 

Same  as  1918  act,  except  that  1918  act 
adds  ''change  in  ownership  of  property" 
to  the  conditions  under  which  the  respec- 
tive sections  apply. 


Sbc.  200.  Tax  on  fiscal-year  returns 
ended  in  1917. 

The  same  fractional  part  of  the  tax 
computed  under  the  Revenue  Act  of  1917 
for  the  entire  period  as  the  time  from 
January  1,  1917,  to  the  end  ci  the  fiscal 
year,  is  of  the  full  fiscal  year. 


Sec-  330  — Reorganizations 

Reorganization,  consolidation,  or  change 
of  ownership  after  January  1,  1911.  Pre- 
war history  of  successor  taxpayer  shall  be 
deemed  to  be  that  of  the  predecessor 
taxpayer. 

A  trade  or  business  in  which  capital  is 
a  material  income  producing  factor,  which 
was  previously  owned  by  a  partnership 
or  an  individual,  and  is  incorporated 
prior  to  July  1,  1919,  may  elect  to  have 
Its  net  intome  from  January  1,  1918,  to 
date  of  incorporation  taxed  as  that  of  a 
corporation. 

Paragraph  8  of  this  section  is  not  ap- 
plicable in  any  case  where  net  income  for 
1918  was  lees  than  20  per  cent  of  invested 
capital  for  1918. 

Adjustment  of  values  of  assets  in  exist- 
ence diudng  both  prewar  period  and  tax- 
able year. 

Sec.  331.— Fa7uohon  of  aseete  upon 
reorganization. 

Reorganization,  etc.,  or  change  in  own- 
ership of  property  after  March  3,  1917. 
If  interest  or  control  in  trade  or  business 
or  property  of  50  per  cent  or  more  remains 
in  the  same  persons  or  any  of  them,  no 
asset  transferred  may  be  valued  for  in- 
vested capital  purposes  at  value  greater 
than  would  have  been  allowed  previous 
owner. 

Part  Til.  MIseellaneous. 

Sec  336.— JVicoI  yean  eriding  in  1918 

or  1919, 
(a)  Fiscal  year  ending  in  1918. 

(1)  Compute  tax  for  entire  period  ac- 
cording to  Kevenue  Act  of  1917  and  take 
same  fractional  part  of  tax  as  number  of 
months  of  period  falling  in  1917  is  of  the 
whole  period. 

(2)  Oompute  tax  for  entire  period  ac- 
cording to  Revenue  Act  of  1918  and  take 
same  fractional  part  of  tax  as  number  of 
months  of  period  falling  within  1918  is  of 
the  whole  period. 

(3)  The  tax  will  be  the  sum  <^  (1)  and 
(2)  lees  any  tax  ahready  paid  for  same 
period  under  Revenue  Act  <^  1917. 

(h)  Fiscal  year  ended  in  1919. 

(1)  Compute  tax  for  entire  period  under 
Sec  SOL  (a)  and  take  same  fractional  nart 
of  tax  as  number  <^  months  of  period  tail- 
ing within  1918  is  of  whole  period. 

(2)  Compute  tax  for  entire  period  under 
flee.  801  (b)  or  (c),  as  the  case  may  be, 
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*^*^*  1918. 

and  take  same  fractioDal  part  of  tax  as 
number  of  months  of  pedod  falling  within 
1919  is  of  entire  period. 

W  The  tax  wfll  be  the  sum  of  (I) 
and  (21.  ^ 

(c)  Fiac^  year  of  partnership  or  per- 
sons service  corporation  ended  in  1918. 

Tax  will  be  same  fractional  part  of  Ux 
for  entire  period  computed  under  Rev- 
enue Act  of  1917  as  the  number  of  months 
of  the  period  falling  within  1917  is  of  the 
entire  period.  Any  excem  paid  to  be 
refunded. 

Sec.  336.— /?ffiirn«. 

All  corporations  except  thoee  exempt 
under  Sec.  304  must  make  returns.  Re- 
turns to  be  made  and  taxes  paid  as  pro- 
vided for  purposes  of  Title  fl.  See  also 
Form  1120,  page  2,  of  Instnictions,  pars. 
2  and  3. 

Sec.  337.— 5a/f  of  mineral  tkjxmts. 

Tax  in  case  of  bona  fide  sale  of  mines, 
oil  or  gas  weUs^  or  any  interest  therein 
where  principal  value  has  been  demon- 
tftrtfted  by  prospecting  or  ex|^omtiofi  or 
discovery  work  done  by  the  taxpayer 
shall  not  exceed  20  per  cent  of  the  selung 
price  of  such  property  or  interest. 


See  Arts.  10,  11,  li,  and  13  of  Reg. 
J«o.  41. 


No  simiUr  provisioif . 


Sec.  211 

Income  return  required  of  every— 

{a)  Foreign  partnership  with  net  in- 
come of  $3,000  or  more.    ^ 

(6)  Domestic  partnership  with  net  in- 
come of  I6«000  or  more. 

Return  to  be  rendered  in  same  manner 
and  same  time  as  prescribed  under  Title 
I,  act  of  September  8, 1916,  as  amended. 


PartnerBhips  not  subject  to  the  tax. 
No  excess  or  war  pmfits  return  required. 
For  income  return,  see  Sec.  224 


Sec.  212. 

Administrative,  special,  and  general 
provisions  of  law  relating  to  internal  reve- 
nue taxation  not  beretolore  repealed  and 
not  inconsiitent  with  provisions  of  this 
title,  and  all  provisions  of  Title  I,  Reve- 
nue Act  of  1916  as  amended  relating  to 
returns  and  payment  of  tax  are  mBde 
ai>plieable  to  tax  imposed  by  this  title 


Covered  in  Sec.  1306. 


Sic  213 

Commissioner  may  make  nsccewyy 
relations  and  require  taxpayera  to  fur- 
nish information  necessary  to  collect  Uie 
tax 


Covered  in  Sec.  1S05. 
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Sec.  214.  Exceas-tnofits  tax  law,  Act 
of  March  8, 1917.  ropealed. 

Provision  iiiaa«  for  credit  of  taxes  paid 
under  sMd  act  aflainat  tax  due  under  this 
title. 


No  similar  provision. 


Not  covered  in  1917  act. 


Sec.  22,  act  of  1916  as  amended. 

Sec.  1091^  act  of  1917. 

Sec.  16|  iSa  of  1916  as  amended. 


Sec.  1006,  act  of  1917. 


Sec.  1006,  act  of  1917. 


Sec.  1010,  act  of  1917. 


Sec.  20,  act  of  1916  as  amended 


Not  covered  in  1917  act. 


Sec.  24,  act  6f  1916  as  amended. 


Sec.  1600,  act  of  1917. 


TITLE    XIIL--OENBftAL    ADMIN- 
ISTBATITE  PBOYISIONS. 

Sbo.  IZOh-^Advitory  Tax  Board. 

Creation  of  Advisory  Tax  Board  and 
procedure  in  submittii^  questions  to  the 
board.    New  in  1916  act. 

Sbo.  l^OS.—Extauian  ^  editing  ilatuUs. 

Par.  1.  Same  as  1917  act. 
Pais  2  and  3.  Practically  same  as  1917 
act. 

Sbc.  1309.— Authority  for  regulations. 

Same  as  1917  act. 

Seo.  1313. — Fractional  part  of  cent. 

Same  as  1917  act. 
§EC.  1314.— l/'(0eftum  of  payment  of  tax. 

Same  as  1917  act. 
Sec.  ISIS.— Juriidiction  of  district  court. 

Practically  same  as  1917  act. 

Sec.  1320.— Z)tfpo«7  of  United  States  bonds 
as  security. 


New  in  1918  act. 


TITLE 


XIV^GENEEAL 
SIGNS. 


PROVI- 


Sec.  1400. — Repeal  of  former  acts. 
New  in  1918  act. 

Sec  1402. —  Validating  provisions 

Same  as  1917  act. 

Sec  1405.— Citehon  of  act. 

New  in  1918  act 

Sec  1408  —Inspection  of  Government  con- 
tracts 

New  in  1918  act 
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INDEX  BY  SECTIONS  .    ..  5 

ACT  OF  1916,  AS  AMENDED. 
TITLE  I.  INCOME  TAX. 

PART    I.    ON    INDIVIDUALS. 
Sec.  Paga 

1  Normal  tax;  additional  Ux 189,  190,  194 

2  Income  defined - - 188,   190,   191,  195 

3  Additional   tax   includes  undistributed   profits .  196 

4  Income  exempt  from  law « ^188,  191 

5  (a)  Deductions  allowed  :....188.  191,  192,  198.  194 

(b)  Credits  allowed 190,  194,  809 

6  Nonresident  aliens  .*. 198,  198,  194,  198 

7  Personal   exemption ...—^ ...  194 

8  Returns  „ 190.  194,  195,  196 

9  Assessment  and  administration .'.. 195,  200,  201,  208 

PART    IL     ON   CORPORATIONS. 

10  Income  tax  on  corporations ..188,  189,  196,  197 

11  Conditional  and  other  exemptions ^ ............ «  197 

12  DeducUons 197,  198 

15  Returns  490.  196.  199 

14  Assessment  and  administration 200,  201,  202,  203 

PART    IIL     GENERAL   ADMINISTRATIVE    PROVISIONS. 

16  DefiniUons 187 

16  Amending   secUons  3167,   R.   S.,   3172,   R   S..   8178,   R   8..   8176, 

R.  S 200,  201,  215 

17  Receipt  for  payment  of  taxes 201 

18  Penalties    202 

19  Verification   of   returns .. ..«..  196 


20  Jurisdiction  of  United  States  District  Court..... 

21  Publication    of    stotistics 

22  Elxtension  of  existing  statutes  

23  Porto  Rico  and  Philippine  Islands 

24  Repeal  of  former  act.. 


25  Income  assessed  under  act  of  1918   (not  compcu'ed). 

26  Returns  of  payments  of  dividends 202 

27  Returns  of  brokers  * 202 

28  Information   at   the   source ..«. ..  202 

29  Credit    for   excess-profits    tax. « .197,  198 

30  Income  of  foreign   governments 191 

31  Dividends    - 187.    188,  190 

32  Premiums  on  life  insurance  policies  194,  198 

ACT  OP  1917. 
TITLE  L    WAR  INCOME  TAX. 

1  Normal  war  income  tax 189 

?  War  surtax  - „.  190 
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Sec  Paire 

5  Income  exempt  from  the  tax 194,  196 

4  War  tax  on  corpotlUiow r» .-^...^.-.^^^ 187.  19«,   197.  19S 

6  Porto  Rico  and  Philippine  Islands. —^ 20S 

200  DeflnlUons , 187.    208.    201.  218 

201  Rate  of  tax  and  Incomes  subject  td  tax 100.  204.  205 

202  Foreigrn  corporation,  partnership  or  nonresident  alien  Individual. 

net  Income  less  than  |8,000 20S 

208  Deduction    207.  208 

204  Deduction    (continued)    ^ ^. ^ ^..207,  218 

206         Do  ^ _.. 207 

206  Net  income  ^ 188.  208 

207  Invested  capital  - - ^08,  210,  211.  212 

208  Reorganizations    . 218 

209  Tax  on  trade  or  business  having  no  invested  or  only  a  nominal 

capital    « 187.  204 

210  When  invested  capital  can  not  be  satisfactorily  determined 208.  218 

211  Partnership  returns  1 ,. -..,., ^  214 

212  Extension  of  existing   statutes — „...  214 

2X8  Authority  for  regulation^ ^^^ ,■„...,...  214 

214  Repeal  Bxcess-Proflts  Tax  Act  of  March  8.  1917 216 

TITLE  X.     ADMINISTRATIVE   PROVISIONa 

1001  Extension  of  existing  statues  — -^— -^ —  216 

1008  Ck>llection  of  tax  (not  compared). 

1004  PenAlUes    ~ ~.. 208 

1006  Authority  for  regulations  ^ 216 

1008  Tractlonal   part  of  cent — 815 

1009  Advance  payments  .— .....«.«^. — -*^ ...•..-.-.-. — — --^.™ —  200 

1010  Medium  of  payment  of  tax, 216 

GENERAL  PROVISIONS. 

1212  Release  of  tax  withheld  against  dtisen  or  resident  (not  compared.) 
1800  Validating  provisions  216 
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Paffa 

AOt.  MUUon  of ; ,215 

▲dmlMible      MMU      ,,,,r-.r      .      .-.-r.r      -  210 

Adnsory  tax  board .  ..■.^-— ,-.-,„.,-,  316 

Aliens,  nonrosldent: 

Allowable  deduotions  and  credits ^^.^ 194 

Deductions  allowed  from  gross  income ...^^^  19S 

Gross  Income  .—......^..j.-,^  191 

Normal  tax  .«...-^«-.......— «-.  189 

Aiiens,  resident .  189 

Amortisation,  deduction  allowed  from  gross  income ..»..^^^»-  198 

Assets: 

Admissible  810 

Inadmissible    !..-...«_' 209 

Valuation  of,  upon  reorganisation ^ ^...«--...^  218 

Bad  debts,  deductions  allowed  from  gross  income » ..^..^..^  192 

Basis  for  determining  gain  or  lossi ......^......^^ . «  188 

Borrowed  capital ^ ^,^  209 

Brokers,  returns  of . ..^ 202 

Business    expenses,   deductions   for.. . .». ^  191 

Capital: 

Borrowed    .^ . ^ ^^.....^..^....^.«««.  209 

Invested — 

Corporation  or  partnership « ....^«..«....«^  210 

Individuals    211 

Terms  relating  to -^...^-.^...-^^..-^..^...^  899 

Cent,  fractional  part  of ....^.-. .-^^.« ^-.-...^^ — .^.^....,^^  216 

Charitable  contributions,  deductions  allowed  from  gross  income^.^^  198 

CitaUon  of  act «-^ ' 215 

Citisens,  or  residents  of  United  States,  deduction  (excess  profits  tax)  207 

Normal  tax  ~ «.......«*.^. 189 

Of  United  States  possessions.. . » ^.^^^^  208 

Pre-war  period ^ ^.^.^^^  801 

Computation  of  tax  in  special  cases .^*.^ ^.»^.»».^u.^....^«..^  212 

Conditional  and  other  exemptions,  corporations^ ......^«..«.«.^..«..^.^  197 

Consolidated  returns ^...^.^ ..-.-^^.-...•^ 199 

Contracts,  Government,  inspection  of   ^ « ^ . ^  810 

Corporations: 

Consolidated  returns -^ . ..  109 

CrediU  aUowed  ~ 108 

Credit   for   taxes 199 

Deductions  ^^.-^ .>^ «,.^..^.....,..^^ 107 

Domestic  (excess-profits  tax) —^ -^..^„.««-^..-«.  807 

Foreign,  or  partnership  (excess-profits  tax).,.,..^..,^ — ^....„..^^  807 

Bxemptions,  conditional  and  other ^.^^ — ^.......^....^.^^^.  197 

Income    .^.^... 1 97 

Gross -.... ^^  197 

Net  :.^ 197 

Items  not  deductible  ^...-..^--— ^^  198 

Payment  of  tax  at  source  ^,>.,.^ .^^^..^^...^ — ..^....^-  199 

Place   for    filing    return i -.^^^ — .»»........,  190 

Profits  of,  taxable  to  stockholders — .«^.^ — ^^.  lOi 

Returns  — -^.^..^..«„ 100 
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Corporations  (Continued):  Pase 

Tax  on 196 

Tlm«  and  plaoa  for  filing  return 199 

Court.  juriadloUon  of  dlstrtct 816 

Cr«dlU  allowed: 

Corporatlona   « 198 

Corporations,  for  taxes ^ ^ 199 

fixoess  profits  207 

Individuals  »~-.^ ......^..^...^..^..........^ .... .. .... ....  194 

Individuals,  for  taxes 198 

Nonresident  aliens  194 

Pre-war  206 

War  profits  .• 206 

Deduetlons  allowed: 

Corporations   »..  197 

Individuals    191 

Nonresident  aliens  194 

Deductions  from  yross  Income . 191 

Amortisation  — . ^ 198 

Bad  debU : 192 

Business  expenses  191 

'      Charitable  contributions 198 

Depletion    - * 193 

Depredation  ^ 192 

Interest  ^.... 192 

In  Inventory  198 

Nonresident  aliens  198 

Obsolescence —  198 

Taxes  . -  192 

Deduction  (excess-profits  tax): 

Cltlxens  or  residents  of  United  States 207 

Domestic  corporations  207 

Domestic  partnerships 207 

Foreign   corporations   or   partnerships,   or   nonresident   alien    in- 
dividuals  ~ 207 

Pre-war  period  207 

Definitions,  general ~ 1 87 

Stxcess  profits  and  war  profits 203 

Terms  relating  to  invested  capital.. -  209 

Depletion,  deduction  allowed  from  ffross  income — 198 

De^MMilts,  mineral,  sale  of —  214 

Deposits  of  United  States  bonds  as  security 215 

Depreciation,  deduction  allowed  from  ffross  income — 192 

Dividends  — ~ ^ 187 

Returns  of  payments  of ^ 202 

Domestic  corporations,  deduction   (excess-profits  tax) — 207 

Estates  and  trusU  :. lis 

Excess  profits  and  war  profits  tax — -  208 

Apportionment  of   specific  exemption ~ — 206 

Exemptions   ^. — - 205 

General   definiUons  ~  208 

Imposition  of  tax ~ 204 

LlmlUtlon  of  tax 206 

When  partly  personal  service  business..... — .....^...^ MI 

Excess-profits  credit  '. ~ - ~ 207 

Exclusions,  groBB  Income  ~ -^—  191 

Exemptions,  conditional  and  other - ~ 197 
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Extension  of -existing  sUtutes  S15 

Fldaolary  returns  « _._ .....^ ^ ^ IH 

Fiscal  years  ending  In  1918  or  Itlt  (war  profits  and  ezoesa  proflts)J^  tlS 

Fiscal  years  with  different  rates. 18t 

Foreiirn  corporations  or  partnerships,  deduction  (ezoees  profits) SOT 

Foreign    items,   collection    of. „ 208 

Fractional  part  of  cent .«.««...-. .  81S 

Oain  or  loss,  basis  for  determining. .„ ^  188 

General  administrative  provisions .. 818 

General  definitions  . .„«. .^ ^  187 

War  profits  and  excess  profits  tax 808 

Government  contracts,  inspection  of. 815 

Gross  Inoome,  defined: 

Corporations    . ^ ^ ^  187 

Individuals  181 

Imposition  of  war  profits  and  excess  profits  tax. 804 

Inadmissible  assets   800 

Income,  parts  of,  subject  to  rates  for  different  years .-. 180 

Income,  gross,  defined: 

Corporations   « ^ „ ^« 187 

Bxdusions   ^ ....^-....^ .^.....«....^ .  101 

Inclusions  «• « ...^ ^. .•^..«..«. « .....  101 

Individuals 181 

Nonresident  aliens  . «.... . ..«. 101 

Income,  net: 

Corporations   .- 107 

Defined u . .. 100 

How  computed  .^ 100 

War  profits  and  excess  profits 808 

Income  tax: 

Administrative  provisions  — — *. — . 800 

Corporations — . 100 

General  provisions  — ^ — — 187 

Individuals  100 

Individual   returns * . 100 

Individuals: 

Invested  capiUl  811 

Nonresident  alien  deduction  (excess  profits  tax) 207 

Normal    tax — 180 

Information   at  source   ~ . 202 

Inspection    of   (Government    contracts .«. 215 

Intangible    property    200 

Interest,  deduction  allowed  from  gross  income...... . 102 

Inventories  ~ — «...-..... 188 

Invested  capital   (corporation  or  partnership)   ...... « ..  210 

Individuals    211 

Terms  relating  to  — . « 200 

Items,  not  deductible: 

Ck>rporations   ....... 108 

Individuals 184 

Jurisdiction  of  district  court  (United  States) 216 

lilmltatlon  of  war  profits  and  excess  profits  tax. 205 

Loss  In  inventory,  deduction  allowed  from  gross  Income . — .  108 

Losses,  deductions  allowed  from  gross  income. 182 

Losses,  net  ~- ............................. — ...,...^., ^..^  188 

Medium  of  payment  of  taac .......  215 

Mineral  deposits,  sale  of.... — ..^ ti4 
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Pi«« 

MIflMllABftOUfl ^ , .^..^.^ tU 

K«t  laoomt: 

OorporatlMW   > — ... .  ■    ... lit 

Z>«flB«d ..•...•.-...^-.-.--.-....^.^.....-^-^.....^  IH 

iBdlTldMto      ..^„.n ■  IH 

How  oomputod  —..•.^ - - ..-r  IH 

War  proflU  and  •»ot—  profits........^ Mt 

Nat  loaaea lit 

Nanraaident  allaaa: 

Allowanca  of  daduetiona  and  eradlta ^ ■■.,^  If 4 

Daduotlona  aUowad  from  croaa  laoona »..>^.^....,^ Its 

DaduotloB   (azoaaa  proflta  tax) ^.^*. — ».«>.>.,. ..^.^ — HT 

Oroaa  laooma ....«,^..,^...,.«,.,...^.^  If  1 

Normal  tax «^ lit 

Normal  tax: 

Cttlaaaa ■ , Itt 

Oorporatlona ^.  ■■  ^,.», Itt 

Indlvldiiala  ^ ■  ,^  lit 

Nonraaldant  allaaa lit 

Raaldant  aUena —.. — --.^ ISt 

Obsolaaoane,  deduction  allowed  from  sroaa  inooma..^ ....— .•««.^.«^  Its 

Partnarahip,   retoma   ^^.^.^.........^  Itt 

Partnarahipa,  domeatlo,  dednctlona .■■■  .,...  ,.,.^  207 

Partnarahipa  and  peraonal  aarvloe  oorporatlona ,  ..■.»■■. It4 

Partnarahlpa  or  oorporatlona,  foreicn*  deduction  (ezoeaa-proflta  tax)  tt7 

Parta  of  Income  aubjeot  to  rataa  for  different  yeara. .^^  ......^^  I8t 

Pajment  of  tax ^^<.«  SOt 

ICedlum  of —  Sit 

Payment  of  tax  at  aouroa  ..■■^. —  -^ — -^ Itt,  Itt 

Penaltiea HS 

Ad  Taloram ^.^  .^ ^ > »»  SOI 

Faraonal  aarvloe  buelneae,  war  proflta  and  axoeaa  proflta  tax  oa SOt 

Peraonal  aervioe  oorporatlona  and  partnarahlpa ^^.^..,^ — .......m.^^  It4 

Philippine  and   Porto  Rloo,   lalanda SOS 

Place  and  time  for  flllnr  retama: 

Oorporatlona 1ft 

IndlTidnala .>,  Itt 

Porto  Rloo  and  Philippine  lalanda SOS 

Poaaaaaiona.  United  Statea,  oitlsena  of SOS 

Pre-war  perloda: 

Credita tO« 

DedttoUon t07 

Pre-war  period,  deduoUon,  dtisen  or  reaideat.  United  Sttaea tOT 

Proflta  of  corporation  taxable  to  atockholdera. Itt 

Property: 

Intangible «•» 

Tangible Wt 

PnbUoaUon  of  atatiaUca tOS 

Receipta,  for  taxea *  JOl 

iUf unda  ^ ■    ■■'  W 

Recolationa,   authortty   f»r- ->- -  Wi 

Reorganisationa - - tli 

ValuatloB  of  aaaeU  upon —  ■    ■-  tlS 

Repeal  of  former  acta tl% 

Raaldant  allena.  normal  tax . ■    !•• 

Realdent  or  citiaen  of  United  SUtea,  deduction  ■■               ...........^  SOT 
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War  proAts  and  excess  profits  tax  (Continued):  Pase 

Qeneral  definitions ^ 201 

Impoflition  ot  tax 204 

IdmltaUon  of  tax. 20€ 

When  partUr  personal  servioe  business. ... .. 105 

War  profits  credit  .. — ^ .. 206 
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APPENDIX  K 

Table  of  Medians 

Average  percentages  of  prewar  income  to  prew« 
capital  of  general  classes  of  corporations,  grou 
trades  or  businesses,  as  provided  for  in  Section  31 
Revenue  Act  of  1918. 

(See  S24  of  the  Manual) 

INDUSTRIAL  GROUPS 

RAW  MATBRIAIiS— 
Agriculture  and  dependent  purBuits 
Mining 

MANUFACTURING— 

Chemical  manufacturing  and  allied  industriee 

Foods  and  food  preparations 

Iron  and  steel  industries 

Leather  and  leather  goods  industries 

Liquors  and  beverages 

Lomber  and  woodworking  industries 

Metal  and  metallurgical  extractions 

Paper  manufacturing,  printing,  bookbinding,  publls 
lug 

Stone,  clay,  and  glass  industries 

Textile  industries 

Special  manufacturing  industries 

FINANCIAL— 
Banks,  insurance  companies,  brokerage  institutions 

COMMON  CARRIERS  AND  PUBLIC  UTILITIB8 

TRADING  AND  MISCBLLANEOUS 

CHART 
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Agriculture  and  Dependent  Pursuits.  Ayerage 

Subdivisions.  Percental 

Per  Cent. 

1.  CJotton  Ginning 11.73 

2.  Ck>tton  Growing  , Not  over    10. 

3.  Dairying    and    Dependent    Pursuits,     including     Butter, 

Clieese,  and  (Condensed  Milk Not  over  10. 

4.  Fisheries  Not  over  10. 

5.  Florists,  Nurserymen  and  Seedmen Not  over  10. 

6.  Forestry  and  ITorestal  Pursuits,  Naval  Stores,  Charcoal 

Burning  and  Grinding 13. 

7.  Fruit  and  Vegetable  Growing,  including  Vineyards,  Or- 

chards and  Trucking ^ Net  over  10. 

8.  Grain  Growing Not  over  10. 

9.  Poultry  Raising  and  Products .: Not  over  10. 

10.  Mixed  Farming,  including  Stock  Breeding,  Stock  Rais- 
ing and  General  Animal  Husbandry,  Agricultural  Pur- 
suits not  elsewhere  specified Not  over  10. 


1.  Cinnabar  Not  over  10. 

2.  Clay   Not  over  10. 

8.    Coal,  Anthracite Not  over  10. 

4.  Coal,  Bituminous Not  over  10. 

5.  Copper Not  over  10. 

6.  Gravel  and  Sand Not  over  10. 

7.  Gypsum   11.81 

8.  Iron    Not  over  10. 

9.  Lead  and  Zinc Not  over  10. 

10.  Limestone  Not  over  10. 

11.  Natural  Gas Not  over  10. 

12.  Petroleum  Not  over  10. 

13.  Phosphate Not  over  10. 

14.  Pipe  Lines  17.24 

15.  Salt   Not  over  10. 

16.  Silver,  Complex  Ores Not  over  10. 

17.  Talc  and  Soapstone .' Not  over  10. 

MANUFACTURING. 
Ciieoiical  Maonfacloring  and  Allied  Industries, 

1.  Baking  Powder,  Yeast 14.14 

2.  Blacking,   Bluing,   Whiting,    Stains  and    Dressing,   Dye- 

stuffs,  Extracts  and  Coloring  Materials,  Inks   (Print- 
ing and  Writing),  Paints  and  Varnishes 11.44 

3.  Celluloid  and  Products Not  over  10. 

4.  Cleansing  and  Polishing  Preparations,  Soaps  and  Wash- 

ing Compounds  10J56 

5.  Crude  Chemicals,   including   Leading   Acids,    Fertilizers, 

etc.    Not  over  10. 

e.    Druggists'  Preparations,  including  Perfumery,  Cosmetics, 

and  Patent  Medicine  Compounds lO.dS 

7.  Oils,  Vegetable  and  Animal,  Including  Seed  Cake^ot  over  10. 

8.  Petroleum  Refining,  Products  and  By-Products 11.27 

9.  Chemicals,  not  elsewhere  specified Not  over  10. 
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1.  Bread  and  other  Bakery  Products,  not  indndlng  Con- 

fectionery    *    11JJ6 

2.  Oanning,  Preserving  and  Evaporating—Fraita,  Yagetabloa, 

Flah,  Oysters  and  Bhrimpa^^^^^^.^^. -..^^-^ **-^    10.67 

8.    Chocolate  and  Ck>coa  Products,  Candy  and  Oonfectlon- 

ery   -.-^— — .^^>-^— ^Not  OYtr    10. 

4.  Ooffae-Roasting,  Grinding  Spices,  and  Ooftee  Bubstitutea^    10.87 

5.  FlaToring  Extracts,  Syrups  and  Oordials  used  in  Bottling 

Industries  -.^— *— — ^ - — -^— ^— .Not  orer    10. 

6.  Flour,  Feed  and  Grist  Mills . — ^— *— *Not  over    10. 

7.  Meat  Packing,  Packing  House  Products  and   By^Prod* 

ucts  -...- ^— Not  over    10. 

8.  Oleomargarine  and  other  Butter  and  Lard  Substitutes, 

including  both  Animal  and  Yegetable^^ « ^^^^.    13.46 

9.  Pickling  Establishments  . .» ^^..^^ . Not  oyer    10. 

10.  Bice  Mtlls,  Cleaning  and  Polishing,  not  including  Rice 

Flour   -^— ^-w-**.-- .*— .-^* ^.™^— ^*— ^Not  over    10. 

11.  Special  Package  Foods,    such    aa   Cornstarch,  Macaroni, 

Tapioca,  etc.,  Breakfast  Foods  and  other  Cereal  Prod- 

ucta  — *— .-^^ 10.70 

12.  Sugar-Beet,      including      Refining,      Molasses      Becov<» 

ery   ^*— *-. ^-^**— ^•.-^.— _- . ^— ^— ^— J^fot  over    10. 

18.    Bugar-Cane,      including      Molasses      and      Syrup      in 

Bulk  — - M  J^ot  over    10. 

14.  Syrups    and    Molasses— Glucose    and    others,    including 

MaiAe  — ^*-^— — -.^-— .— *— — ^-.— .-Not  over    10. 

15.  Vinegar  and  Cider  -^— ^*^— a.-. — — ^— — *— -.-Not  over    10. 

16.  Food  Preparations,  not  elsewhere  specifled^....^.^^.^...^..    10.88 

Iron  and  Meel  IndusMea. 

1.  Agricultural  Implements Not  over    10. 

2.  Automobiles  and  Auto  Parts,  including  Bicycles  and  Mo- 

torcycles and  parts.  Motor  Trucks  and  Motor  Truck 

parts Not  over  10. 

3.  Blast-Furnace  Products « JJot  over  10. 

4.  Boilers,  Evaporating  Pans,  Oil  Tanks,  and  SiloS-^NOt  over  10. 
fi.    Bolts  and  Nuts,  including  Washers  and  RivetS^^Not  over  10. 

6.  Engines^Bttom,  Gas,  and  011..^.—^ ^^, — ^^Not  over    10. 

7.  Forging  and  Foundry  Products,  including  Castings,  Car 

Wheels,  and  Stoves Not  over    10. 

5.  Hardware,  Special  and  General Not  over    10. 

9.    Heating,  Cooling,  and  Ventilating  Apparatus,  including 

Furnaces  (no  stoves),  Refrigerating  Plants,  Dust  Col- 
lecting Systems  -* — -^-.*^.-^^^— *.* — Not  over    It. 

10.  Machinery-^Electrical     and     other     Electrical     Appara* 

tus    — .-* ^^» Not  over    10. 

11.  Machinery-^Excavating,  Cars  an^  Tools Not  over    10. 

12.  Machinery-Foisting,    Cranes,    Derricks,    and     Convey- 

ors — .*..-^-— .— ^-*— — *—*— --. — 4-Not  over  10. 

18.    Machinery^Humidifying,  Air  Moistening,  and  Air  Con* 

ditioning  i. — w— .—- Not  over  19. 

14.    Machinery^Laundry Not  over  19. 
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15.  Machinery — Mill,      neither      Textile      nor      Woodwork- 

ing    Not  oyer  10. 

16.  Machinery — Mining  Not  over  10. 

17.  Machinery—Printing  and  Duplicating Not  over  10. 

18.  Machinery— Saw   Mill   Not  over  10. 

19.  Machinery— Textile,  also  Parts 10.42 

ao.    Machinery — Woodworking  Not  over  10. 

21.  Machines — Adding  and  Calculating Not  over  10. 

22.  Machines— Check-writing,  Slot,  Testing,  Tending,  Weigh- 

ing, including  AddresRographs,  Balances,  Scales,  Regis- 
tering Devices,  and  Watchman's  Clocks Not  over  10. 

28.    Machines — Sewing   Not  over  10. 

24.  Meters — Gas,  Water,  etc Not  over  10. 

25.  Plumbing  Supplies,  including  Gas  and  Water  Apparatus, 

Porcelain  Wares  for  Kitchen  and  Laundry Not  over  10. 

28.    Pumps   Not  over  10. 

27.  Railway  Equipment,  including  Locomotives,  Street  Rail- 

way, Mining,  and  Industrial  Cars Not  over  10. 

28.  Safes  and  Vaults Not  over  10. 

20.  ShipbuUding   Not  over  10. 

80.  Steel  Plants  and  Rolling  Mill  Products,  including  Tin  and 

Teme  Plate  Mill  Products,  Iron  and  Steel  Chains,  Steel 

Doors  and  Shutters Not  over  10. 

81.  Structural  Steel  Not  over  10. 

82.  Tin  Cans  and  Tin  Ware Not  over  10. 

88.  Tools — Farm,  Garden,  Machine,  Mechanics,  Mining,  Lum- 
bering,   Railroad    Track    Repairing,    including   Bench 

Lathes,  Shears  and  Saws Not  over  10. 

84.  Tractors — Farm  and  Highway Not  over  10. 

85.  fl^pewriters  and  Tjrpesetting  Machinery Not  over  10. 

88.    Wire  Cables,  Fences,  Springs,  Nails  and  Spikes 10J4 

87.    Iron  and  Steel  Products  not  elsewhere  specified Not  over  10. 


1.  Boots  and  Shoes 10.04 

2.  Leather  Manufticture  10.00 

8w  Leatlier  Substitutes 11.82 

4.  Leather  Articles  other  than  Boots  and  Shoes^^ot  over    10. 

Liquors  and  Beverages. 

1.  Bottling  of  Liquors  and  Soft  Drinks  as  distinct  from 

Manufacturing   Not  over    10. 

2.  Distillers  of  Whiskies  and  Spirits,  Refining  and  Rectify- 

ing of  Liquors  and  Beverages Not  over  10. 

8.    Malt  Liquors  (Brewers) Not  over  10. 

4.  Wines   Not  over  10. 

5.  Non-Intoxicating  Beverages— Coco-Cola  and  other  Special 

Drinks,  Mineral,  Soda,  and  Aerated  Waters,  including 
Bottled  Tonic  Drinks,  Soft  Drinks,  Spring  Waters, 
Malting  Grains,  all  others  not  elsewhere  speci- 
fied   Not  over    10. 
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1.  Box  Boards,  Baskets,  Cases ^ Not  over  10. 

2.  Caskets,  Coffins,  Burial  Cases  of  Wood,  not  induding  Steel 

or  Concrete  Not  over  10. 

3.  Famiture,  all  Classes,  including  Veneering,  Chair  Seat- 

ing    ^ Not  over  10. 

4.  Mills— Shingle,  Lath Not  over  10. 

5.  Paper  Pulp  and  Pulp  Board Not  over  10. 

6.  Planing  Mills,  Flooring,  Sash,  Doors,  Partitions  and  In- 

terior Work  Generally Not  over  10. 

7.  Beady-Made  Houses  Not  over  10. 

8.  Silos  and  Silo  Materials,  Cooperage  Stock,  Tanks,  not  in- 

cluding Steel  or  Concrete  Not  over  10. 

9.  Timbering,  Logging  and  Saw  Mill  Operations Not  over  10. 

10.  Wagons  and  Buggies Not  over  10. 

11.  Wood   Fibres,   Leatheroid,   Wood  Composition   in  other 

Commodities    Not  over  10. 

12.  Woodworking  Industries,  not  elsewhere  specifled.Not  over  10. 

Metal  and  MetaUorgkal  Ezlractions. 

1.  Brass,  Bronze,  Copper  and  Aluminum  Products.Not  over  10. 

2.  Clocks,  Watches,   Chronometers Not  over  10. 

8.    Cooking  Utensils   (other  than  Copper),  Granite  Goods, 

etc.   Not  over  10. 

4.    Cutlery,  Scissors,  Razors Not  over  10. 

6.    Galvanized    Materials,    Spouting,    Gutters,    Metal   Roof- 
ing    Not  over  10. 

6.  Gas  and  Electric  Fixtures Not  over  10. 

7.  Jewelry    Not  oMer  10. 

8.  Lamps  and  Accessories Not  over  10. 

9.  Lead  Products  Not  over  10. 

10.  Needles,  Pins,  Metal  Hair  Pins,  and  Pen  Points 15.54 

11.  Plate  Ware,  Electroplate,  etc Not  over  10. 

12.  Professional  and  Scientific  Instruments,  including  Dental 

Supplies,  and  Optical  Goods,  Surgical  and  Hospital  Ap- 
pliances, Photographic  Apparatus  and  Materials 10.50 

18.    Silverware  and  Goldware,  other  than  Jewelry Not  over  10. 

14.  Smelting  and  Refining — Copper,  Lead,  Zinc,  etc.Not  over  10. 

15.  Metal  and  Metallurgical  Industries,  not  elsewhere  speci- 

fied   , Not  over  10. 

Paper  Manufacturing,  Printing,  Bookbinding,  Publishing. 

1.  Blank  Paper Not  over  10. 

2.  Book  and  Job  Printing,  Lithographing,  including  Bank 

Note  and  Bond  Printing,  Labels,  Tags,  and  Decorative 

Paper   Not  over  10. 

3.  Book  Binding  and  Blank  Book  Making Not  over  10. 

4.  Cardboard,  Box  Materials  and  Box  Manufacturer 10.48 

5.  Envelopes   10.28 

6.  Paper  Utensils  Not  over  10. 

7.  Photo-Engraving  and  Printing  Processes Not  over  10. 

8.  Printing  Materials Not  over  10. 

0.    Publishing  Newspapers  and  other  Periodicals Not  over  10. 
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10.  Tsrpe  Founding,  Stereotyping  and  BlectrotTPiBg*— ^^•.^.IdJ.T 

11.  Wall  Paper «.•...— Not  OTtr  10. 

12.  Wrapping  Paper  ^^^ • — — .- — ——.Not  orer  JO. 

13.  Paper  and  Printing,  not  elsewhere  specified ....Not  over  10. 

Stone,  Clay,  and  Glass  Industries. 

'*!,    Abrasive  Products,  including  Emery  Wheels,  Sand  Paper 

and  Corundum  ^ ^.^-.^  1^72 

2.  Building  Brick,  Sewer  and  Drainage  Pipe,  Fire  Brick,  Fur- 

nace Wnings,  Pottery,  Terra  Cotta,  Crucibles,  Tiling, 

Laundry  Tubs,  Refractories,  and  Eartbenware^Not  over  10. 

3.  Cement   •, Not  over  10. 

4.  Concrete  Construction,  including  Artificial  Stone  JNot  over  10. 

5.  Glassware,  including  Household,  Hotel,  and  Bar  Room 

Supplies,  X-Ray  Tubes,  Thermos  Bottles,  Mirrors,  Re- 
fractors, Illuminating  Glass,  etc Not  over  10. 

6.  Glass— Window,  Wire,  and  Skylight Not  over  10. 

7.  Lime  and  Plaster Not  over  10. 

8.  Monuments,  Tombstones,  Burial  Vaults ^^..Not  over  10. 

9.  Porcelain  Goods  and   Ceramic  Products,  not  elsewhere 

specified    ^ Not  over  10. 

Textile  lodusMes. 

1.  Awnings,  Tents,  Tarpaulins,  etc 11.88 

2.  Bags  and  Bagglng-.4)otton  and  Burlap 17.84 

8.    Batting  MlUs Not  over  10. 

4.  Carpets     and     Rugs,     Including     Cotton,     Wool     and 

Grass  Not  over  10. 

5.  Clothing— Men's,  Overcoats,  Suits,  etc Not  over  10. 

6.  Clothing.— Ladles'  Coats,  Suits  and  Dresses Not  over  10. 

7.  Clothing — Miscellaneous,     Uniforms,     Furriers,     Regalia, 

Belts,  Garters,  etc Not  over  10, 

8.  Corsets  and  Brasalers  19.00 

9.  Cotton  Converters,  Dyers,  Finishers,  Mercerisers,  Bleach- 

ers, and  Prints  Not  over  10. 

10.  Cotton   Duck   11.90 

11.  Cotton    Goods    Manufacturings-Colored,     Fancy,    Grey, 

Brown,  Print  Cloth,  and  Sheeting Not  over  10. 

12.  Cotton  Laces,  Curtains,  Quilts,  Embroideries Not  over  10. 

18.    Cotton  Spinning— Fine  Yams 10.17 

14.  Cetton  Spinning—Medium  and  Coarse  Yams Not  over  10. 

15.  Dyers  of  Fur 11.97 

16.  Hats,    Caps,    Scarfs    and    other    Headwear    and  Neck- 

wear     Not  over  10. 

17.  Hosiery  and  Knit  Goods,  Including  Knitted  and  Fabric 

Underwear   Not  over  10. 

18.  Millinery  and  Millinery  Goods Not  over  10. 

19.  Rope  and  Cordage Not  over  10. 

20.  Shirts,  Collars  and  Cuffs Not  over  10. 

21.  Silk— Dyeing  and  Finishing 12.10 

22.  Silk  Manufacturing— Broad  Not  over  10. 

28.    Silk  Manufacturing— Ribbons,  Woven  Labels Not  0T«r  la 


APPENDIX  PAQB  StO 


Digitized  by  VjOOQIC 


TABLE  OF  MSDIAN6 

MANCTAOTURZNO— T«stll6  XndiuitrU*— Continued. 

Average 
Subdivisions.  Percentage. 

Per  Cent 

24.  Bilk— Spinning    Not  over    10. 

25.  Silk — Throwing Not  over    10. 

26.  Thread,  Tapes  and  Braids,  Cotton  and  Silk Not  over    10. 

27.  Towels,        Damask,        Handkerchiefs        (Cotton       and 

Linen)    Not  over    10. 

28.  Upholstery       Cloth      and       Trimmings      (Cotton     and 

Wool)    Not  over    10. 

29.  Waste — Cotton  and  Wool,  Linters  and  Oakum 11.8i 

80.  Wool  and  Worsted— Dyeing  and  Finishing Not  over  10. 

81.  Wool  and  Worsted— Spinning  and  Combing Not  over  10. 

82.  Wool  and  Worsted  Weaving Not  over  10. 

88.  Textile  Manufacturing,  not  elsewhere  ipeclfled..Not  over  10. 


Special  Mannfactming  Industries. 

1.  Ammunition,  Explosives  and  Fireworks..^ ^ ...  IIM 

2.  Artificial   Flowers   - * Not  over  10. 

3.  Artificial  Limbs  Not  over  10. 

4.  Asbestos  Wares,  Magnesia,  Material  for  Insulation 16.88 

5.  Bedding,  Mattresses,  and  Undertakers'  Supplle8..Not  over  10. 

6.  Brooms  and  Brushes *^ Not  over  10. 

7.  Buttons,  Beads,   Rosaries -...Not  over  10. 

8.  Coke  .- —Not  over  10. 

9.  Combs — ^Bone,   Ivory,  etc ^ . Not  over  10. 

10.  Dairymen's,  Poultrymen's  and  Apiarists'  Supplies.Not  over  10. 

11.  Fire  Extinguishers,  including  Mechanical  and  Chemical 

Aiq;»ratui,  Automatic  Sprinklers,  Fire  Trucks.Not  over  10. 

12.  Hair  Qooda  Not  over  10. 

18.    Hand  Stamps— Rubber,  Metal,  etc Not  over  10. 

14.    House  Furnishing  Goods,   Screen  Doors  and  Windows, 

Window  Shades *— -* — -Not  over  10. 

16.  Ice   ^*— .— * ^ Not  over  10. 

16L    Jewelry  and  Instrument  Cases «.......^... Not  over  10. 

17.  Models   and   Patterns    (not   including  Paper   Patterns)^ 

Molds - Not  over  10. 

18.  Mucilage  and  Paste 11.28 

10.    Phonographs    and    all    other    Musical    Instruments    and 

Parts  (not  including  Pianos,  Organs  and  Parts) 11.53 

20.  Pianos,  Organs  and  Parts Not  over  10. 

21.  Roofing  Materials  other  than  Metal Not  over  10. 

22.  Rubber  Boots,  Shoes  and  Clothing.-.—.- *Not  over.  10 

23.  Rubber    Tires,    Belting,    Hose,    Tubing,    including    non- 

Metalic  CJonduits  Not  over  10. 

24.  Rubber  Goods,  not  elsewhere  specified Not  over  10. 

25.  ShipbuUdlng— Wooden  Craft  of  aU  kinds * 10.15 

26.  Signs  and  Advertising  Novelties - —  14.45 

27.  Small  Metal  Specialties *- — -Not  over  10. 

28.  Soda  Fountain  Apparatus,  Siphons..- 15.20 

29.  Sporting  and  Athletic  Goods   (including  Pleasure  Boats, 

but  not  Yachts),  Amusement  Appliances- — ....Not  over  10. 

30.  Stationery  Goods,  School  Supplies,  Ofiice  System  Supplies  10.36 

31.  StencU.  Die  Sinking,  Seals Not  over  10. 

32.  Tobacco    12.87 
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38.    Toys,  Ghildren*s  Tools  and  Vehicles,  including  Baby  Car- 
riages, Carts,  Games,  and  Christmas  Norelties.Not  oyer  10. 

34.    Umbrellas  and  Canes Not  over  10. 

86.    Washing  Machines  and  Clothes  Wringers 12.22 

86.  Windmills Not  over  10. 

87.  Special  Products,  not  elsewhere  specified Not  over  10. 

FINANCIAL. 

BankSy  Insuranee  Companies,  Brokerage  Instttulioas. 

1.  Banking^International   Not  over  10. 

2.  Banking— Private,     Money     Lenders,     and     Pawnbrok- 

ers     Not  over  10. 

8.    Banking— Savings    Not  over  10. 

4.  Banking— State  and  National Not  over  10. 

5.  Banking — Trust  Companies  Not  over  10. 

6.  Banking  and  Financial  Operations,  not  elsewhere  speci- 

fied    Not  over  10. 

7.  Building  and  Loan  Associations Not  over  10. 

8.  Burglar  Alarm  Systems Not  over  10. 

9.  Holding  Companies,  Incorporated  Estates,  Trusts,  Invest- 

ment Concerns Not  over  10. 

10.  Insurance  Brokers Not  over  10. 

11.  Insurance — Fidelity  and  Surety Not  over  10. 

12.  Insurance — Fire,  Mutual Not  over  10. 

18.    Insurance — Fire,   Stock   Not  over  10. 

14.    Insurance — Life,  Mutual  Not  over  10. 

16.    Insurance — Life.  Stock Not  over  10. 

16.  Insurance — Marine Not  over  10. 

17.  Insurance — Casualty,  Mutual Not  over  10. 

18.  Insurance — Casual^,  Stock Not  over  10. 

19.  Insurance — Title  and  Abstract Not  over  10. 

20.  Insurance— Not  elsewhere  specified Not  over  10. 

21.  Safe  Deposit  Vaults -: Not  over  10. 

22.  Stock   Brokers   and   Dealers   in    Securities   on   Commis- 

sion     Not  over  10. 

COMMON  CARRIERS  AND  PUBUC  UTILITIBS. 

1.  Cold  Storage  and  Ice Not  over  10. 

2.  Cotton  Compressors  and  Cotton  Storage Not  over  10. 

8.    Gas  Companies,  Illuminating  and  Fuel Not  over  10. 

4.  Grain  Elevators  Not  over  10. 

5.  Irrigation  Water  Works Not  over  10. 

6.  Light     and     Power,     including     Water     and     Electric. 

Hydro-electric  Lighting Not  over  10. 

7.  Blarket  Houses— Public Not  over  10. 

8.  Railways— Electric,       City,       Suburban       and       Inter- 

urban  Not  over  10. 

9.  Railway  Express  Companies 18.80 

10.  Railways— Steam  Not  over  10. 

11.  Steamships — Local,  River,  Lake,    Coastwise    and  Ocean 

Lines    ., Not  over  10. 
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Average 
SabdivisioQS.  Percentage. 

Per  Gent 

12.  Stock  Yards Not  orer    10. 

13.  Tank  Car  Companies,  Refrigerator,  Ventilator,  and  Lire 

Stock  Cars Not  orer    10. 

14.  Telephone  and  Telegraph  Companies Not  orer    10. 

15.  Warehouse    and    Storage,    other    than    Cotton    Storage, 

Wharves,  Forwarding,  Teaming,  Stevedoring,  Looetl 
Bzpress  Not  over    10. 

16.  Water  Filtration,  Distribution  for  Domestic  Use.Not  over    10. 

17.  Common    Carriers    and   Public    Utilities,    not   elsewhere 

specified.  Toll  Bridge,  Bridge  Companies,  Ferry,  Turn- 
pike, United  Press  Association,  Passenger  Bus  Line, 
Canals,  etc. Not  over    10. 


TRADING  AND  MISCELLANBOUS. 

1.  Brokers — Freight,  Grain,  Merchandise,  Real  Bstate  and 

Ship,  Purchasing  and   Selling  Agents,  Manufacturer's 
Agents,  Exporters  and  Importers   (Commission  only). 

Automobiles,  Sale  of  Metals Not  over  10. 

2.  Garages  and  Livery  Stables Not  over  10. 

3.  Jobbers — Merchandise,  General  and  Special Not  over  10. 

4.  Merchant  Tailoring,   Needlework,   etc 17.14 

6.    Merchants — Retail  Not  over  10. 

6.  Mercliants— Wholesale    10.45 

7.  Real  Estate  Operators  and  Promoters Not  over  10. 

8.  Trading  Concerns  not  elsewhere  specified Not  over  10. 

^.    Amusements,   Theatres,   Moving  Picture   Shows,   County 

Fairs,  Race  Tracks  and  Clubs Not  over  10. 

10.  Barbers,  Bathhouses,  etc. Not  over  10. 

11.  Consulting   Engineers,   Appraisers,   Accountants,   Adjust- 

ers,   Architects,    Chemists,    Assayers    and    Metallur- 
gists    Not  over  10. 

12.  Contractors,  Building  Construction,   Street  Paving,   Ma- 

chine Installation,  etc. Not  over  10. 

13.  Decorators  and  Interior  Designing Not  over  10. 

14.  Hospitals,  Sanitariums,  etc Not  over  10. 

15.  Hotels   Not  over  10. 

16.  Laundries,  Dry  Cleaning,  Dyeing,  etc Not  over  10. 

17.  Photographs  and  Art  Portraits 19.06 

18.  Restaurants   Not  over  10. 

19.  Schools,  Colleges,  etc. Not  over  10. 

20.  Undertakers Not  over  10. 

21.  Miscellaneous  Concerns,  not  elsewhere  specified,  including 

Typewriter  Exchange,  Typesetting,  Advertising  Services, 

Commercial  Agencies,  and  Detective  Agencies..Not  over  10. 
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nfTESPRSTATIVE  ILLU8TRATI0MS 

Ndther  the  husbftiid  nor  the  wife  can  claim  more  than  $lfiOO  as 
nether  la  ''head  of  a  family.***  The  mere  fkct  that  the  hnshand  ftar- 
niahei  the  dao^ter  with  maintenance  and  tuition  does  not  make  him 
'Hiead  of  a  family,*'  for  it  ia  evident  that  no  common  home  between  the 
father  and  dao^ter  ia  maintained  at  the  hotel  The  mother  does  not 
contribute  either  totally  or  partly  to  the  support  or  maintenance  of 
the  dau^ter;  hence,  the  wif6  ia  not  the  "head  of  a  family**  and 
therefore  not  entitled  to  $2,000  exemption.  If  the  daughter  were  under 
ei^teen  yean  of  age,  the  father  would  claim  the  additional  $200,  aa 
the  additional  exemption  of  $200  goes  to  the  one  giving  the  chief 
rapport  to  the  dependent,  and  he  need  not  be  the  *'head  of  a  fitmily." 

•  #    • 

An  unmarried  person,  maintaining  a  large  household  with  sereral 
sarrants,  adopted  a  boy  of  fifteen  years,  who  now  resides  in  the  same 
house.  The  taxpayer's  only  other  associates  in  the  home  are  the 
sermnta. 

The  unmarried  person  is  the  foster  father  of  the  fifteen-year-old  boy ; 
httice,  rach  person  may  claim  $24^,  $2,000  as  "head  of  a  family** 
and  $200  on  account  of  the  d^^endency  of  the  adopted  child.  If  the 
boy  be  temporarily  maintained  at  an  orphan  asylum,  the  foster  parent 
may  nevertheless  daim  $2J3S0O  personal  exemption,  provided,  however, 
that  rach  foster  parent  actually  supports,  either  totally  or  chiefiy,  his 
adopted  child.  While  to  be  entitled  to  exemption  as  "head  of  a  family" 
the  taxpayer'a  dependent  must  live  in  the  same  household  with  him, 
yet  If  there  ia  only  a  temporary  absence  from  radi  home,  the  exemption 
may  still  be  claimed;  but  if  the  absence  from  the  home  is  prolonged 
or  of  a  permanent  nature,  then  the  exemption  as  "head  of  a  family" 
cannot  be  claimed.  The  $200  exemption  may  be  claimed  whether  the 
separation  ia  temporary  or  permanent 

•  #    • 

A  widower  has  a  son  fifteen  years  of  age,  and  not  wishing  to  break 
up  his  home  arranges  with  a  widow,  his  sisterin-law,  dependent  upon 
himself,  to  come  into  his  home,  keep  it  in  order,  etc.,  for  which  she  ia 
to  receive  board,  lodging  and  a  small  sum  each  week. 

The  widower  may  claim  $2,200  whether  the  sister-in-law  receives  a 
fixed  comp^UMition  or  not  $2,000  may  be  claimed  as  "head  of  a  fitmily" 
and  $200  on  account  of  the  dependency  of  the  son. 

•  #    • 

Three  unmarried  sisters  have  continued  to  live  in  the  home  estab- 
liahed  by  their  mother  before  her  demise.  All  sisters  are  over  eighteen 
years  of  age,  the  youngest  remaining  at  home  for  the  purpose  of 
keqting  the  house  in  order  while  the  two  older  sisters  meet  the  expenses 
of  the  home  for  all  three.  Both  contributing  sisters  have  an  income 
of  more  than  $1,000  a  year. 

The  exemption  that  may  be  claimed  by  each  of  the  aisters  is  $1,000. 
Neither  sister  is  to  be  considered  as  "head  of  a  fitmily,"  consequently 
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not  entitled  to  additional  exemption.     The  youngest  sister  receiret 
compensation  for  her  services  and  not  support 

•    #    # 

A  widower  who  has  a  child  under  eighteen  years  dependent  on  him 
and  for  whom  he  maintains  a  home  in  common  with  himself,  is  entitled 
to  $2,200  exemption,  $2,000  as  **head  of  a  fitmily"  and  an  additional 
$200  because  of  his  child  dependent  on  him. 

In  order  to  permit  an  exemption  of  $2,000  as  "head  of  a  family," 
the  dependents  of  a  taxpayer  may  be  either  over  or  under  the  age  of 
eighteen ;  therefore  the  same  exemption  is  allowed  a  widower  with  one 
child  under  eighteen  dependent  on  him  and  having  a  common  home  as 
is  allowed  to  a  man  maintaining  a  home  for  an  adult  dependent  ix 
capable  of  self-support. 

tl2.  Personal  exemption  of  individuals^— 

A,  who  is  the  holder  of  $185,000  Liberty  bonds,  First  4s,  is  entitled  to 
$85,000  exemption,  with  income  of  $6,000  on  the  balance  of  $150,000,  and 
a  personal  exemption  of  $1,000,  being  unmarried. 

B  is  the  holder  of  $210,000  of  the  same  issue  of  bonds,  $35,000  free 
of  taxes,  and  $175,000,  income  on  which  is  $7,000,  and  entitled  to  $2,000 
personal  exemption,  being  married. 

In  both  cases  the  parties  hold  no  other  investments  and  have  no 
other  income. 

The  bond  issue  in  question  is  exempt  from  all  normal  tax,  but  is 
subject  to  graduated  additional  income  tax  or  surtax  on  the  interest 
on  an  amount  of  such  bonds  the  principal  of  which  exceeds  $35,000. 
(See  tl02.) 

The  personal  exemptions  or  credits  of  $1,000  and  $2,000,  respectively, 
are  allowed  only  for  the  purpose  of  computating  the  normal  tax.  There 
being  no  normal  tax  in  the  cases  above,  there  are  no  such  exemptions 
allowed.  It  is  evident  that  in  the  first  case  there  is  an  income  of 
$0,000  (not  $5,000),  $1,000  of  which  is  subject  to  a  graduated  addi- 
tional income  tax  of  $10;  and  in  the  second  case,  there  is  an  income 
of  $7,000  (not  $5,000),  $2,000  of  which  is  subject  to  a  graduated  addi- 
tional income  tax  of  $80. 


(61.  Proceeds  of  life  insoranee  payable  to  corporaHon.^ 

The  X  Company  is  a  corporation  having  a  capitalisation  of  about 
$25,000,  and  engaged  in  the  business  of  selling  coal  on  commission.  A 
owned  all  of  the  stodc  except  four,  or  five  shares.  A  few  years  ago  A 
took  out  a  policy  of  $10,000  and  instead  of  making  the  policy  payable  to 
his  wife  he  made  it  payable  to  the  company  for  the  reason,  as  expressed 
to  her  by  him,  that  he  owned  all  of  the  stock  in  the  company  and  that 
she  would  get  the  benefit  of  the  policy  because  all  of  the  stock  would 
go  to  her  through  his  will  at  his  death.    A  died  tn  the  spripg  of  lO*"" 
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toATlng  DO  other  property  tzcepi  hic  itock  in  dils  small  concern  and 
leaving  the  wife  and  a  tiz-7aar  old  child.  The  tax  wlU  possibly  take 
away  from  her  between  $5,000  to  |6,000  of  the  proceeds  of  this  policy 
becaoM  It  would  be  added  to  and  considered  as  earnings  of  the 
corporation. 

The  proceeds  of  bnslness  Insurance  policies  are  Income  to  the  bene- 
ficiary corporation.  In  their  entirety,  provided  the  total  amount  of 
I»remlums  paid  had  been  deducted  as  a  business  expense.  If,  however, 
only  a  part  of  such  premiums  had  been  deducted,  the  proceeds  In 
excess  of  the  premiums  paid,  plus  the  amount  deducted,  are  taxable 
income.  In  the  event  the  premiums  paid  were  not  deducted  in  whole 
or  in  part,  the  entire  proceeds,  less  premiums  paid,  are  taxable  income. 


102.  CompensatioD  paid  other  ttian  In 

A  employs  B  as  a  chauffeur.  B's  wages  are  a  part  of  A*s  personal 
expenses.  Besides  his  wages,  A  furnishes  B  with  quarters  for  himself 
and  family,  over  his  garage.  It  is  understood  that  the  estimated  rental 
value  of  these  quarters  is  a  part  of  B's  wages  and  returnable  by  B  as 
income,  if  B's  income  is  large  enough  for  a  return* 

A  does  not  have  to  return  the  estimated  value  of  B's  quarters  as 
income,  that  is,  as  so  much  rent  received.  Such  estimated  value  is 
considered  as  a  personal  expense  of  A  and  it  is  not  an  allowable 
deduction  for  income  tax  purposes.     See  |113. 

|62.  CompensadoD  paid  in  notes* — 

In  January,  1019,  A  purchased  $100,000  of  stock.  In  December,  1919, 
A  sells  this  stock  for  $200,000,  $100,000  of  which  is  paid  in  cash,  and 
the  balance  in  four  notes  for  $25,000  each,  payable  in  1920,  1921,  1922 
and  1923,  respectively. 

The  notes  are  regarded  as  the  equivalent  of  cash  and  the  entire 
profits  arising  as  a  result  of  the  transaction  constitute  income  for 
1919.  A  is  required  to  pay  income  tax  for  the  year  1919  on  the  profits 
represented  by  the  promissory  notes  and  such  profits  are  to  be  included 
in  making  income  tax  return  for  this  year. 

|62.  Compensation  paid  In  Block.p» 

*  A  contract  was  made  by  an  individual,  with  a  corporation,  in  the 
year  1915.  If  the  individual  in  question  performed  certain  services  in 
1916  he  was  to  have  as  compensation  a  certain  amount  of  the  stodic  oi 
the  company.  The  individual  did  perform  the  required  service  and 
completed  his  part  of  the  contract,  but  the  company  failed  to  make  good 
the  issuance  of  the  stock  until  the  latter  part  of  1910.  The  individual 
legally  had  a  right  to  the  stock  in  1916. 

€k>mpensation  for  services  performed,  whether  paid  for  in  eaah  or 
in  stock,  is  taxable  income  for  the  year  in  which  received,  regardless 
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as  to  the  time  when  the  individtial  performed  the  services.  In  making 
income  tax  return  for  the  year  in  which  received,  the  market  value 
of  the  stock  at  the  tim^  of  receipt  should  he  used. 

§64.  Anonitie&r— 

An  annuity  of  $10,000  was  provided  for  in  a  prenuptial  contract 
(a  marriage  settlement  in  lieu  of  dower,  etc.)  entered  into  at  T  by  a 
nonresident  alien.  The  said  annuity  was  charged  upon  his  real  estate 
and  was  confirmed  by  his  wilL  Further,  this  will  provided  for  an 
additional  annuity  of  $5,000  on  condition  that  the  real  estate  of  the 
decedent  be  released  and  discharged  from  the  first  mentioned  annuity. 
The  annuitant  in  the  case  (a  widow)  now  a  resident  of  the  State  of  T 
has  released  and  discharged  the  real  estate  and  is  receiving  $15,000 
annuity,  which  is  paid  by  the  trustees*  agent  in  this  country,  and  is 
derived  entirely  from  dividends  of  domestic  corporations. 

The  annuitant  should  return  as  taxable  income  the  whole  amount  of 
the  annuity  of  $15,000.  Annuities  are  income  and  are  subject  to  tax 
in  full,  except  in  cases  in  whic^  some  deduction  against  the  annuity 
is  expressly  or  impliedly  authorised.  Even  the  gift  of  an  annuity  by 
will  is  generally  a  mere  gift  of  income  and  hence  is  not  exempt  from 
tax  as  a  gift    See  |66. 

•    *    * 

M  is  willed  certain  real  property,  subject  to  a  life  annuity  to  N,  that 
is,  M  pays  the  annuity  and  N  receives  it 

The  annuity  charged  upon  the  property  is  income  taxable  to  the 
annuitant  N,  whether  paid  by  M  out  of  the  rents  of  the  property  or 
from  other  sources.  M  is  not  required  to  report  as  taxable  income  the 
amount  of  rent  that  he  may  receive  from  the  property,  and  which  he 
pays  to  the  annuitant  N.  M  is  not  entitled  to  deduct  from  his  taxable 
income  sums  which  he  may  pay  to  the  annuitant  N  from  other  sources 
than  such  rents. 

|64.  Proceeds  of  Insunttice^-^ 

A  man  insures  his  life  for  a  certain  amount,  and  at  the  same  time 
appoints  the  company  issuing  the  insurance  policy  a  trustee,  authorizing 
it  to  receive  as  trustee,  from  itself  as  insurer,  the  net  proeeeds  of  the 
policy  upon  the  death  of  the  insured  and  providing  that  the  company 
as  trustee  shall  pay  to  the  son  of  the  Insured  interest  at  a  certain 
rate  upon  the  amount  received  by  the  company  as  trustee,  until  the 
son  shall  arrive  at  a  certain  age,  and  thereupon  to  pay  the  full  amount 
of  the  policy  to  the  said  son. 

The  proceeds  of  life  insurance  policies  paid  to  beneficiaries  upon  the 
death  of  the  insured  are  exempt  from  income  tax.  The  sum  received 
by  the  company  as  tmstee,  from  itself  as  insurer,  is  not  taxable  income 
at  the  time  it  is  so  received  by  the  company  as  trustee.    The  principal 
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named  age)  is  not  taxable  income,  but  the  interest  on  such  proceeds 
or  principal  sum  does  r^iresent  taxable  income  and  is  subject  to  income 
tax  retom  for  the  year  in  which  received. 

A  died  in  1908,  leaving  a  wiU  in  which  he  bequeathed  $900  to  each 
of  hit  four  grandchildren  and  left  the  remainder  of  hia  property  to 
other  persona.  His  grandchildren  contested  the  will  and  the  case  waa 
settled  by  payment  to  them  of  $29,903.88. 

The  statute  provides  for  the  exemption  from  income  tax  of  the  "value 
of  property  acquired  by  gift,  bequest,  devise  or  descent"  The  action 
brought  by  the  grandchildren  was  based  upon  an  alleged  right  to  take 
from  their  grandfather  by  descent  The  substance  of  the  settlement 
was  that  this  claim  was  sold  for  $29,903.88.  If  the  grandfather  had 
left  no  will,  and  the  distributive  shares  of  the  grandchildren  had 
amounted  to  this  sum,  there  is  no  question  that  it  would  be  exempt 
from  tax.  The  same  result  would  follow  if  the  grandfather  had  left  a 
will,  and  the  grandchildren  had  succeeded  in  setting  it  aside.  The 
actual  transaction  does  not  differ  in  substance.  The  sum  in  question 
is  the  conceded  value  of  the  rights  of  the  grandchildren  under  the 
intestate's  statute,  the  sum  received,  therefore,  by  the  grandchildren  in 
settlement  of  the  suit  to  set  aside  the  will  of  the  grandfather  is  exempt 
from  income  tax. 

171.  Baab  for  delermining  gain  or  loss  from  sale^ — 

John  Doe  bought  a  farm  in  1906  for  $3,000.  The  recognized  value 
of  such  farm  was  $6,000  on  March  1,1913.  He  sold  the  same  farm  for 
$6,000  on  April  1,  1919. 

No  profit  arises  in  this  transaction.  In  determining  the  profit  in  a 
case  like  the  above,  the  fair  market  value  of  the  property  as  of 
March  1,  1913,  is  used.  The  fair  market  value  being  $6,000,  and  the 
sale  price  being  $6,000,  it  is  evident  that  no  profit  arises  for  Income 
tax  purposes. 

171.  Sale  of  good  wflU- 

A  sells  a  business  conducted  by  him  as  an  individual  to  a  corporation 
and  receives  in  return  its  entire  capital  stock  of  $200,000.  The  business 
turned  over  by  him  to  the  corporation  has  a  net  value  of  assets  over 
liabiUties  of  $100,000;  $50,000  of  capital  stock  being  allowed  to  him  in 
payment  of  the  good-will  value  of  the  business.  A  did  not  carry  the 
good-will  as  an  asset  on  his  individual  books,  but  he  used  it  as  an 
asset  for  the  purpose  of  obtaining  credit  T^e  -^'good-wUr  was  all 
created  since  Biarch  1,  1913. 
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Where  the  tangible  assets  of  a  business  are  sold  for  a  certain  price 
(in  this  case  payable  in  stock)  and  an  additional  amount  is  paid  for 
"good-will,"  the  total  amount  paid  should  be  considered  the  purchase 
price  of  the  business,  including  both  tangible  and  intangible  assets. 
The  income  derived  from  the  sale  is  the  difference  between  the  selling 
price  and  the  cost  of  the  business.  As  to  the  assets  acquired  prior  to 
Mar<di  1,  1013,  the  difference  between  the  selling  price  and  the  fair 
market  value  of  these  assets  as  of  March  1,  1913,  should  be  taken  in- 
stead of  the  cost  in  determining  the  profit 

The  total  amount  paid  for  "good-wiir*  is  taxable  income.  It  is  evi- 
dent tfiat  the  stock  with  a  par  value  of  $50,000  (if  that  value  is  also 
its  market  value)  which  A  gets  as  a  profit  on  the  sale  of  his  business 
is  taxable  income  as  of  the  year  in  which  the  sale  is  consummated  and 
the  stock  received  by  him.  The  transaction  is  a  completed  and  closed 
transaction.  The  market  value  of  the  stock  received  by  A  at  the  time 
of  acquirement  of  said  stock  represents  the  measure  of  the  taxable 
income  to  A.  In  the  absence  of  proof  to  the  contrary  the  par  value  will 
be  taken  as  the  market  value. 

•    •    • 

A  corporation  formed  to  take  over  all  the  assets  of  a  partnership 
paid  therefor  the  sum  of  $4,000,000  in  stock  for  assets  actually  worth 
$3,000,000,  considering  the  value  of  the  good-will  worth  $1,000,000. 

The  income  of  the  selling  individuals  resulting  from  the  sale  is  the 
difference  between  the  fair  market  value  of  their  assets  as  of  Biarch  1, 
1913,  or  their  cost  if  purchased  subsequent  to  that  date,  and  the  price 
received  for  such  assets  when  sold.  So  far  as  the  intangible  asset 
"good-wiir*  is  involved,  the  value  of  any  part  of  this  particular  asset 
created  prior  to  March  1,  1913,  and  attaching  to  the  business  at  the 
time  of  the  sale  would  be  reflected  in  the  fair  market  value  of  the  assets 
as  of  March  1,  1913.  Upon  this  basis,  the  difference  between  the  fair 
market  value  of  the  assets  as  of  March  1,  1913,  or  their  cost  if  pur- 
chased subsequent  to  that  date,  and  the  selling  price  constitutes  profit 
to  the  vendors  and  is  taxable  as  such,  regardless  of  whether  or  not  any 
part  of  the  profit  was  actually  comprised  of  the  sale  price  of  "good- 
will created  subsequent  to  March  1,  1913.  The  book  value  of  the 
assets  as  of  March  1,  1913,  will  be  taken  as  determining  the  fair 
market  value  of  the  business,  including  both  the  tangible  and 
intangible  assets,  in  the  absence  of  proof  that  the  value  of  the 
business  was  in  excess  of  book  value,  and  such  proof,  if  offered,  shall 
be  required  to  establish  that  the  value  of  the  assets  as  of  March  1, 1913, 
was  in  excess  of  the  book  value  or  that  the  earnings  of  the  individuals 
prior  to  March  1,  1913,  were  in  excess  of  a  fair  return  on  the  capital 
invested.  Unless  proof  of  this  character  is  offered  it  will  be  held  that 
the  total  amount  paid  for  "good-will"  is  taxable  income  to  the  sellers, 
notwithstanding  that  the  parties  to  the  transaction  may  have  under- 
stood between  them  that  all  or  the  major  part  of  the  profit  ascertained 
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wiU." 

As  to  the  actual  profit  made  it  is  evident  that  the  stock  of  the  corpora- 
tion received  by  the  individuals  comprising  the  partnership.  In  pay- 
ment for  the  assets  of  the  partnership,  having  a  market  valne  at  the 
time  of  the  sale,  such  individuals  will  derive  taxable  income  from  such 
sale,  namely,  the  excess  of  the  fair  market  value  of  the  stock  received 
on  the  date  of  the  sale  of  the  assets,  over  the  ori^nal  cost  or  value  (as 
indicated  above)  of  such  assets,  as  the  case  may  be.  A  factor  to  be 
considered  in  determining  the  profit  in  this  transaction  win  be  depre- 
dation in  assets  set  up  by  the  partnership  and  applied  in  determining 
the  distributive  shares  of  its  members  subject  to  income  tax.  The  sale 
is  a  completed  and  closed  transaction  and  the  income  derived  there- 
from, whether  paid  in  cash  or  in  stock,  is  taxable  income  in  the  hands 
of  the  recipients.  It  follows  then  that  if  the  stock  on  the  date  of  the 
sale  will  not  be  worth  par,  the  profit  derived  by  the  individuals 
will  not  be  $1,000,000,  but  will  be  determined  as  indicated.  The  market 
value  of  the  stock  on  the  date  of  the  sale  of  the  assets  will  govern  in 
determining  the  profit  in  this  transaction. 

When  the  individual  members  of  the  partnership  sell  their  stock, 
then  such  sale  will  constitute  a  second  closed  and  completed  transac- 
tion from  which  taxable  income  will  be  derived,  if  (and  to  the  extent 
that)  the  amount  received  by  the  individuals  for  such  stock  will  exceed 
the  market  value  at  the  time  of  acquirement  of  the  shares  of  stock 
sold.  "^ 

For  the  purpose  of  excess  profits  tax,  "good-will,"  "trade-marks," 
"trade  brands*'  and  other  intangible  assets,  if  purchased  with  stock  or 
shares  prior  to  March  3,  1917,  may  be  included  in  invested  capital  to 
an  amount  not  in  excess  of  26%  of  the  par  value  of  the  total  stock  or 
shares  outstanding  on  that  date,  provided  such  25%  is  not  in  excess  of 
the  actual  value  of  the  asset  at  the  date  acquired,  or  the  par  value  of 
the  stock  issued  in  payment  for  the  asset.  Where  expenditures  hate 
been  made  for  the  general  development  of  intangible  assets,  and  charged 
as  current  expense,  no  addition  to  invested  capital  will  be  permitted  on 
account  of  such  expenditures.  Intangible  property  (such  as  "good- 
will** in  the  instant  case)  bona  fide  purchased  subsequent  to  March  8, 
1917,  for  or  with  shares  in  the  capital  stock  of  a  corporation,  may  in 
no  instance  be  included  in  invented  capital  of  the  purchasing  company 
at  a  value  in  excess  of  the  cost  to  the  vendor.  From  the  facts  abov^ 
outlined  it  would  appear  that  the  proposed  vendor  (partnership)  had 
paid  nothing  (other  than  that  represented  by  current  expense)  for  its 
"good-will,"  therefore  the  succeeding  corporation  purchasing  all  the  as- 
sets of  the  vendor  and  paying  for  them  with  shares  of  its  stock  can  add 
nothing  to  invested  capital  on  account  of  "good-will."  On  the  above 
sUtement  of  facts  the  invested  capital  of  the  new  corporation  cannot 
exceed  98,000,000  and  may  faU  below  that,  if  the  actual  value  (at  ih* 
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the  entire  profit  is  to  be  treated  as  income  as  of  the  time  of  the  conrej- 
ance.    See  102. 

174.  Bonus  stodL— 

A  corporation  proposes  to  sell  short-term  bonds  and  enter  into  an 
agreement  with  the  purchaser  of  the  bonds  to  the  effect  that  when  the 
bonds  are  redeemed  the  purchaser  shall  receive  a  certain  nmnber  of 
shares  of  common  stock  in  the  corporation. 

If  in  addition  to  the  amount  received  upon  redemption  of  the  bonds 
the  purchaser  receives  a  certain  number  of  shares  of  common  stock, 
the  market  value  of  such  stock  represents  taxable  income  at  the  time 
of  receipt. 

§74.  Sale  of  stock  and  ri^ts.— 

A  corporation's  stock  cost  an  individual  $600  per  share  in  1914  and 
in  1916  the  corporation  doubled  its  capital  and  permitted  its  stock- 
holders to  subscribe  for  the  new  stock  at  par  or  $100  a  share.  The 
individual  stockholder  subscribed  for  the  shares  to  which  he  was 
entitled  and  so  has  some  stock  that  cost  him  $600  a  share  and  some 
that  cost  him  $100  a  share,  but  he  is  unable  to  identify  them  as  to  the 
date  of  issue.    In  1919  he  sold  some  of  his  stock  for  $400. 

He  was  permitted  to  select  for  delivery  the  older  certificates  that  cost 
him  $600  a  share  and  take  a  deduction,  as  a  loss  for  income  tax  pur- 
poses, of  $200  a  share.  When  stock  is  sold  from  lots  purchased  at  dif- 
ferent times  and  at  different  prices,  and  the  identity  of  the  lots  cannot 
be  determined  as  to  dates  of  purchase,  the  stock  sold  may  be  charged 
against  the  earliest  purchase  of  such  stock.  The  difference  between  tlie 
cost  and  amount  realized  on  the  sale  will  be  the  profit  or  loss  to  be  ac- 
counted for  if  the  purchase  was  made  on  or  after  March  1,  1913. 
Profit  or  loss  from  the  sale  of  stock  purchased  prior  to  March  1,  1913, 
is  the  difference  between  the  fair  market  price  or  value  as  of  that  date 
and  the  selling  price.  When  the  identity  of  the  lots  can  be  determined, 
then  the  difference  between  the  cost  or  value  (as  the  case  may  be)  and 
the  selling  price  of  the  identical  shares  represents  the  profit  or  loss. 

181.  Basis  for  determining  gain  or  loss  from  an  exchange  of  property.— 

A  owns  real  estate,  the  value  of  which  on  March  1,  1913,  was  $40,000. 
B  owns  real  estate,  the  value  of  which  on  March  1,  1913,  was  $50,000. 
In  1019  A  and  B  exchanged  real  estate,  A  giving  B  $20,000  in  cash  as  a 
bonus.  A's  deed  to  B  recites  a  consideration  of  $60,000  cash  in  hand 
received  and  B*s  deed  to  A  recites  a  consideration  of  $80,000  cash  hi 
hand  received.  In  this  illustration  improvem^its  and  betterments,  de- 
predation previously  claimed  and  the  like  are  disregarded. 
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An  analysis  of  this  transaction  discloses  a  taxable  profit  to  both 
parties :  A  receiving  $20,000.  and  B  $30,000,  over  the  values  of  their  re- 
spective properties  as  of  March  1,  1913,  which  profits  are  calculated  in 
the  following  manner : 

Value  of  A's  property  as  of  March  1,  1913.  $40,000. 

Value  of  B*s  property  as  of  March  1,  1913.  $50,000. 

A  receives  from  B  property  valued  at  $80,000. 

B  receives  from  A  property  valued  at  $60,000.  plus  a  cash  bonus  of 
$20,000.  amounting  in  all  to  $80,000. 

The  selling  price  of  A's  property.  $80,000,  minus  $40,000.  represent- 
ing its  value  as  of  March  1,  1913.  plus  the  $20,000  bonus  paid  to  B, 
leaves  a  profit  to  A  of  $20,000  from  the  transaction. 

The  selling  price  of  B's  property,  $80,000,  minus  $50,000,  represent- 
ing its  value  as  of  March  1,  1913,  leaves  a  profit  of  $30,000  realised  by 
B  from  the  transaction. 

In  the  absence  of  a  showing  to  the  contrary,  the  highest  amount  re- 
cited in  the  deeds  will  be  regarded  as  the  actual  values  of  the  items 
exchanged  at  the  date  of  the  transfer. 

•    •    * 

A  is  a  large  stockholder  in  a  corporation  which  is  about  to  change 
its  name.  The  organization,  officers  and  assets  of  the  corporation  re- 
main the  same,  the  only  change  being  in  the  name.  A  simply  ex- 
changes his  old  certificates  for  the  new  of  equal  amount 

In  this  case  there  is  no  reorganization  of  the  corporation,  but  merely 
a  change  in  the  corporate  name.  The  status  of  the  certificates  for  in- 
come tax  purposes  will  remain  the  same. 

«    •    • 

A  owned  mining  property  producing  an  income  over  10%  on  the 
selling  price  of  the  property.  The  cost  price  of  this  property  was 
$150,000.  The  selling  price  of  the  property  during  the  year  1919  was 
$300,000,  to  be  paid  for  in  bonds  of  a  par  value  of  $300,000,  bearing 
interest  at  the  rate  of  6%  per  annum,  and  payable  ten  years  after  date. 
These  bonds  are  not  listed  on  any  exchange  nor  have  they  a  market 
value.   The  income  from  the  bonds  will  be  $18,000  a  year  in  interest 

In  the  absence  of  a  definite  market  value,  the  face  value  of  the  bonds 
in  the  above  case  will  be  taken  as  the  market  value.  It  is  evident  that 
bonds  yielding  $18,000  annually  must  have  an  intrinsic  value  measur- 
able in  money.  It  follows  then  that  the  exchange  of  the  above  men- 
tioned property  for  the  bonds  in  question  constituted  a  completed  and 
closed  transaction,  the  income  from  which  is  taxable,  i.  e.,  the  profit 
on  the  sale  even  though  in  the  form  of  bonds  is  taxable  income  for 
1919  and  is  subject  to  income  tax  as  of  such  year. 

m    m    m 

A  few  years  ago  Messrs.  A  and  B  promoted  and  became  large  stock- 
holders in  a  suburban  traction  corporation.  The  corporation  issued 
preferred  stock  upon  which  it  undertook  to  pay  a  fixed  dividend  of  6%. 
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In  1015  A  and  B  solicited  C  to  purchase  a  block  of  $30,000,  par  ▼alne. 
of  said  preferred  stock,  and  as  an  inducement  for  0  to  mnke  the  pnr- 
chase,  A  and  B,  by  an  instmment  in  writinit,  irnarnnteed  and  obli^ted 
themselves  personally  to  pay  to  O  the  said  6%  dividend  for  a  period 
of  eight  years  in  case  the  corporation's  earnings  were  insufficient  to 
pay  the  dividend.  The  corporation  has  never  yet  had  earnings  suf- 
ficient to  pay  the  preferred  stock  dividend,  or  any  part  thereof.  In 
1016,  1017  and  1018,  the  guarantors,  A  and  B,  paid  to  0  the  amount  of 
the  6%  dividend  on  O's  stock. 

In  1919  A  and  B,  foreseeing  that  there  was  little  prospect  of 
the  corporation  earning  sufflcieut  to  pay  the  preferred  stock  dividend 
for  some  years  to  come,  negotiated  with  C  for  a  release  of  their  guar- 
anty, which  still  had  four  years  to  run,  and  under  which  they  were 
obliged  to  pay  to  C  the  sum  of  $1,800  per  year,  and  as  a  consideration 
for  the  release  of  said  guaranty  offered  to  transfer  to  C  $7,500,  par 
value,  of  the  said  corporation's  preferred  stock  then  held  by  A  and  B. 
0  accepted  this  proposition  and  released  A  and  B  from  their  guaranty 
to  pay  the  preferred  stock  dividend.    C  thus  exchanged  the  personal 
obligation  of  A  and  B  to  pay  him  $1,800  a  year  for  four  years,  aggre- 
gating $7,200,  for  $7,500  face  value  of  the  corporation's  stock.     The 
stock  of  this  corporation  is  an  unlisted  stock.     It  has  no  recognized 
market  value,  and  at  the  present  time  its  intrinsic  value  is  a  very 
doubtful  and  unascertainable  quantity.     At  the  time  this  transaction 
took  place  in  1010  the  personal  obligation  of  A  and  B  was  good.    The 
stock  which  C  took  In  exchange  for  that  obligation,  both  at  the  time 
he  received  it  and  at  the  present  time,  had  and  has  no  realizable  value. 
If  the  $7,500  worth  of  stock,  received  as  consideration  fbr  the  re- 
lease, had  a  market  value  at  the  time  of  the  release,  C  derived  taxable 
income  from  such  transaction.    If,  however,  the  stock  so  received  had, 
at  the  time  of  the  release,  no  market  value,  it  would  be  impossible  to 
determine  what  C's  income  actually  was.    In  other  words,  the  transac- 
tion would  not  have  been  brought  to  such  a  point  of  completion  that  its 
results  could  be  measured.    For  administrative  purposes  income  can  be 
measured  only  by  money,  consequently  uo  taxable  income  is  derived 
from  dealings  in  personal  property  unless  the  gains,  profits  and  incoitte 
«o  derived  are  susceptible  of  such  measuremeht.    tn  the  above  trans- 
aotion  the  gains,  profits  and  income  derived  therefrom  can  be  measured 
in  terms  of  money,  because  the  shares  of  stock  received  apparently  haa 
a  market  value.    It  follows  then  that  taxable  income  was  derived  from 
the  above  transaction.    From  the  fact  that  C  releases  A  and  B  from 
their  personal  obligation  (which  is  good)  to  pay  him  $7,200,  it  is  ob- 
vious ttiat  C  pays  A  and  B  $7,200  fbr  stock  having  a  par  value  of 
17,600.    This  release  establishes  a  market  value  for  such  stock  received 
by  O.    Hence  $7,200  represents  taxable  income  for  1919  and  is  subject 
to  income  tax  as  of  this  year. 
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INTERPRETATIVE  ILLUSTRATIONS 
184.  Exchange  of  properly  and  stock.— 

In  1919  A,  in  his  individual  capacity,  bought  a  piece  of  real  estate 
for  the  sum  of  $400,000.  He  paid  $75,000  in  cash  and  assumed  a  mort- 
gage of  $325,000.  In  the  same  year  he  organized  a  corporation  whose 
stock  is  owned  practically  by  himself.  During  the  same  year  he 
transfers  the  property  from  himself  to  the  corporation  and  receives 
therefor  $75,000  in  the  stock  of  the  corporation.  The  corporation  in 
turn  assumes  the  mortgage  of  $825,000  and,  in  addition,  gives  him  a  sec- 
ond mortgage  amounting  to  $200,000.  This  second  mortgage  was  made 
payable  at  the  rate  of  $10,000  per  year,  covering  a  period  of  twenty 
years,  interest  at  7%.  No  part  of  the  second  mortgage  has  been  paid. 
Only  a  portion  of  the  interest  has  been  paid.  The  amount  received  is 
to  be  reported  as  received.  The  second  mortgage  was  given  looking 
foi-ward  to  a  possible  enhancement  in  the  value  of  the  property.  Its 
amount  was  fixed  by  A,  not  on  present  worth,  but  on  possible  future 
worth.    It  might  have  been  made  larger  or  smaller  at  his  will. 

The  transfer  of  the  property  to  the  corporation  was  a  closed  trans- 
action, out  of  which  taxable  income  arises  and  the  profit  from  such 
transaction  is  the  actual  value  of  the  second  mortgage  received.  Inas- 
much as  the  second  mortgage  of  $200,000  was  apparently  based  on  a 
fictitious  future  value,  the  measure  of  income  can  only  be  based  on  the 
actual  value  of  the  mortgage  at  the  time  of  its  receipt.  The  present 
worth  of  the  mortgage  at  the  time  it  was  received  or  the  present  worth 
of  the  notes,  if  any,  secured  by  the  mortgage  will  be  considered  as 
the  actual  value.  It  would,  therefore,  appear  that  the  actual  value, 
based  on  the  above  transaction,  should  be  included  in  the  personal  re- 
turn of  the  individual  for  the  year  in  which  it  was  received.  Any 
interest  received  on  the  mortgage  in  question  should  be  included  in  the 
return  of  income  for  the  year  of  receipt.  If  at  any  time  the  individual 
receives  any  payment  on  account  of  this  mortgage,  the  amoimt  so  re- 
ceived would  not  constitute  taxable  income  until  such  time  as  the  aggre- 
gate payments  exceed  the  present  worth  of  the  mortgage  which  has 
been  returned  as  income. 

§85.  Exchange  of  stock  for  other  stock  of  greater  par  value.— 

A  corporation  with  $500,000  of  outstanding  stock,  and  a  corporation 
with  $600,000  of  outstandhig  stock,  proposed  to  organize  a  holding  com- 
pany with  $3,000,000  of  authorized  capital  stock.  The  stockholders  own- 
ing the  stock  of  the  two  original  companies,  of  the  aggregate  par  value 
of  $1,100,000,  will  exchange  their  stock  for  the  $3,000,000  of  stock  in  the 
holding  company,  each  stockholder  receiving  stOQ^  of  a  greater  par 
value  than  he  had  before.  "^v 

The  excess  of  the  market  value  of  the  stock  of  the  holding  company 
(received  by  each  individual  shareholder)  over  and  abdre  the  cost,  if 
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1913,  if  acquired  prior  to  that  date),  of  the  old  stock  (held  by  aacb 
indiyidual  shareholder)  will  constitute  taxable  income. 

191.  mvidends^ 

X  had  as  of  March  1,  1913.  an  accrued  surplus  to  the  amount  of 
$95,431.64.  Dividends  paid  during  the  years  1913,  1914,  1915,  1916 
and  1919  have  been  paid  out  of  surplus  earnings,  and  as  a  consequence 
X's  records  now  show  as  follows : 

Balance  of  undistributed  earnings  for  1909 $11,304.36 

Undistributed  earnings  for  1910 46,919.64 

Undistributed  earnings  for  1911 23,034.63 

Undistributed  earnings  for  1912 8,417.08 

k .  — — — 

Undistributed  earnings  as  of  January  1,  1913 94,675.71 

One-sixth  of  undistributed  earnings  for  1913 755.93 

Undistributed  balance  of  earnings  prior  to  March  1, 

1913,  held  by  the  corporation  on  January  1,  1919 95,481.64 

Subsequent  to  March  1,  1913,  the  annual  operations 
of  the  corporation  show  as  follows : 

Balance  of  earnings  for  1913 $3,779.66 

Earnings  for  year  1914 2,803.87 

Earnings  for  year  1915 946.99 

Earnings  for  year  1916 8,865.49 

Loss  for  year  1917 —22,756.67 


-46,360.66 
The  corporation  on  February  1,  1919,  declared  a  dividend  amounting 
to  $75,000. 

This  dividend  will  be  deemed  to  have  been  distributed  from  the  most 
recently  accumulated  undivided  profits  or  surplus  so  far  as  sufficient 
for  its  payments.  So  far  as  the  distribution  is  made  from  earnings  or 
profits  accrued  prior  to  March  1,  1913,  it  is  not  subject  to  tax  in  the 
hands  of  the  stockholders.  The  operating  loss  of  the  company  for  1917 
is  not  to  be  charged  against  the  earnings  or  profits  for  any  particular 
year  since  March  1,  1913.  The  fact  that  there  was  such  a  loss  does  not 
prevent  or  alter  the  application  of  the  rule,  that  the  dividend  in  question 
is  to  be  deemed  to  be  distributed  from  the  most  recent  earnings.  The 
application  of  the  rule  may,  in  a  sense,  throw  the  1917  loss  against  the 
surplus  accumulated  prior  to  March  1,  1913. 

192.  DlTideiub  paid  In  property.— 

A  corporation  declares  a  dividend  in  1916  payable  in  scrip  and  not  in 
cash,  which  scrip  is  to  be  delivered  In  1917,  and  by  the  terms  of  which 
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It  exceeds  the  fair  market  value  of  such  securitiee  at  the  time  of  their 
receipt  will  be  profit  and  will  have  to  be  returned  as  income  for  income 
tax  pnrpoeee  by  the  corporation.  The  transfer  of  securities  for  capital 
stock  is  regarded  as  a  closed  and  completed  transaction,  and  the  dif* 
ference  between  the  sale  price  (value  of  capital  stock  received  by  the 
individual),  and  the  cost  of  the  securities,  if  they  were  acquired  on  or 
subsequent  to  March  1,  1013,  or  their  fair  market  value  as  of  that  date 
if  they  were  acquired  prior  thereto,  represents  taxable  income  for  the 
year  in  which  the  transaction  was  consummated.  See  f  84.  If  the  cost 
or  market  value  (as  the  case  may  be)  of  the  individual*s  securities  in 
the  above  case  exceeds  the  sale  price  (value  of  capital  stock  received), 
then  the  individual  susUins  a  loss  which  may  be  deducted.  In  the  ab- 
sence of  a  showing  to  the  contrary,  the  par  value  of  the  stock  received 
will  be  taken  as  the  actual  value  in  determining  the  taxable  income 
arising  out  of  the  above  transaction.  If  the  stock  is  shown  to  be  wofdl 
more  or  less  than  the  par  value,  then  the  value  actually  established 
will  be  used  in  computing  the  profit  to  be  returned  as  Income.  It  at 
any  subsequent  time,  the  individual  shall  sell  some  or  all  of  his  stock, 
then  there  will  be  another  completed  or  closed  transaction.  If  he  re- 
ceives a  price  in  excess  of  the  value  at  which  he  acquired  the  stodt, 
he  will  then  be  liable  for  tax  on  such  amount,  as  the  same  will  represent 
taxable  profit  or  income.  If  he  sells  the  stock  for  less  than  the  value 
at  which  he  acquired  the  same,  he  will  be  entitled  to  a  deduction  as  a 
loss.  If  the  object  of  the  transaction  is  as  abovei  stated,  and  If  it  bd 
assumed  that  the  stockholder  will  not  sell  the  stodt,  then  he  will  re- 
ceive liquidating  dividends  against  it.  These  liquidating  dividends  are 
treated  as  received  in  exchange  for  stock,  and  are  regarded  as  taxable 
income  of  the  recipient  to  the  extent  that  the  sum  received  exceeds  the 
cost  to  the  taxpayer  of  the  stock  on  which  the  dividend  is  declared,  un- 
less the  stock  was  acquired  prior  to  March  1,  1913,  in  which  case  the 
fair  market  price  is  the  basis  for  determining  the  amount  of  gain. 

•    •    • 

A  corporation  dissolves,  its  assets  eonsistint  of  4,000  acres  of  land* 
and  an  installment  contract  of  sale  of  mineral  and  oil  rights  on  2,000 
acres  of  this  land  for  |25,000.  At  the  time  of  dissolution  of  the  corpora- 
tion, the  above  installment  contract  had  netted  the  corporation  |12,600f 
the  balance  of  112,600  still  remaining  outstanding.  Two  of  the  share* 
hiAders  agreed  to  accept  as  their  part  in  the  distribution  of  the  com- 
pany's assets,  200  acres  of  land,  and  in  addition  the  installment  con* 
tract  of  sale  on  which  the  balance  due  is  $12,600,  which  is  to  be  peid 
to  the  assignees  at  the  rate  of  $600  per  month  as  per  contract 

When  the  distribution  takes  effect,  the  two  stockholders  receive  a 
final  liquidating  dividend  from  the  dissolving  corporation  and  to  the 
extent  that  the  income  received  as  the  result  of  sudi  distribution  ex- 
ceeds the  coet  or  fair  market  value  (dependent  upon  the  date  of  ac- 
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INTBSPHXTATIVS  ILLU8TRATI0HS 

The  10,000  Is  not  an  aUowabte  deduction  from  A't  income  in  making 
Income  tax  return.  In  order  to  be  allowed  as  a  deduction  audi  mm 
would  ha?e  to  be  paid  directly  to  the  Bed  Croee.  Neitber  Is  audi  ex- 
penae  regarded  as  a  business  expense.    Bee  till. 

1121.  Deduciien  of  interest- 
Securities,  both  taxable  and  tax  exempt,  are  bought  and  sold  (by  a 
partnership  concern,  investment  bankers),  money  being  borrowed  on 
notes  payable  and  the  partnership  capital  also  being  used  to  purchase 
and  carry  the  same.  The  collateral  on  the  notes  payable  is  frequently 
exchanged  and  otlet»  no.  evidence  that  a  particular  loan  was  made  to 
purchase  or  carry  any  particular  lot  of  securities.  A  condensed  balance 
sheet  at  the  beginning  of  the  year  of  such  a  banking  firm  might  be  as 
follows : 

Public  utility  bonds  and  the  like,  the  interest  on 
which  is  taxable $200,000.00 

Municipal  bonds,  the  interest  on  which  is  tax  ex- 
empt        100,000.00 

$300,000.00 
LlabUmes 

Notes  payable,  secured  by  collateral $150,00ODO 

Partners*  capiUl 150,000.00 


$300,000.00 


The  ratio  of  taxable  to  tax  exempt  securities  as  shown  in  this  bal- 
ance sheet,  due  to  fluctuations  in  loans  and  in  securities  from  day  to 
day,  would  be  subject  to  considerable  variation  during  the  year. 

In  the  illustration  given,  the  interest  on  $100,000  of  the  borrowed 
money  is  not  deductible  from  income.  The  matter  as  to  apportionment 
and  as  to  consignment  of  securities  to  offset  partnership  capital  are 
questions  of  fact  which  have  to  be  established  by  the  taxpayer  to  the 
satisfaction  of  the  Commissioner  of  Internal  Revenue.  In  other  words, 
the  burden  of  proof  rests  on  the  taxpayer.    See  S192. 

•    •    • 

An  individual,  during  the  year  1919,  received  from  a  corporation  to 
which  he  had  loaned  a  sum  of  money,  an  interest  payment  amounting 
to  $15,000,  which  was  paid,  however,  not  in  cash  but  by  a  promissory 
note  payable  on  demand.  The  individual  upon  the  receipt  of  the  prom- 
issory note  immediately  drew  his  own  promissory  note,  payable  on  de- 
mand, and  delivered  the  same  to  the  bank  from  which  he  had  originally 
borrowed  the  money  which  he  had  loaned  to  the  corporation.  This  is 
the  only  income  which  the  individual  received  during  the  year  1919. 
No  part  of  either  of  the  promissory  notes  has  been  paid  in  cash. 
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Income  tax.    The  losseg  are  allowable  dedactioDe»  for  tbey  ware  in* 
curred  in  traniacUons  entered  into  for  profit 

•    •    • 

A  is  regularly  engaged  in  the  business  of  buying  oil  leasee  and  In  the 
producing  and  marketing  of  oil.  During  the  year  1919  he  suffered 
business  losses  to  the  amount  of  $5,000,  due  to  the  drilling  of  dry  holes, 
etc  During  the  same  year  he  received  from  oil  corporations  as  4itip 
dends  the  sum  of  $10,000. 

Hie  losses  sustained,  due  to  the  drilling  of  dry  holes,  may  bo  di- 
dneted  from  the  amount  received  as  dividends.  In  this  case  the  de- 
duction serves  .to  reduce  the  surtax,  dividends  not  being  subject  to  any 
normal  tax.    See  |1^ 

|1S1.  Lois  of  tnefm  valuew— 

The  X  Company  conducts  a  general  business  of  automobile  hiring 
and  taxicab  service.  Its  depreciation  is  prescribed  as  to  rates  by  the 
Public  Utilities  Commission  of  the  State  where  it  operates.  During  the 
year  1918  ten  taxicabs,  costing  $22,470.78  and  upon  which  depreciation 
to  the  extent  of  $10,747.!2d  was  allowed  since  their  acquisition,  were  dis- 
carded. On  March  81,  1919,  a  settlement  for  the  ultimate  sale  of  these 
taxicabs  was  obtained  at  a  price  of  $400  each,  or  $40,000  in  all.  Tbii 
transaction  involved  a  loss  of  $7,t23i^. 

The  taxicabs  in  question  al*e  capital  assets  of  the  company  under 
consideration.  Section  234,  paragraph  (a)  (14),  dealing  with  losses  in 
inventory  is  not  applicable  to  this  case.  However,  the  loss  sustained 
may  be  claimed  for  the  taxable  year  1918  as  extraordinary  obsoles- 
cence. 

f  132.  Example  of  bad  debt— 

Among  the  assets  of  an  estate  which  distrilmtes  its  incoiM  entirely 
to  beneficiaries  were  bonds  of  a  domestic  corporation  acquirea  by  tbA 
testator  prior  to  19ia  In  1919  the  corporation  failed  and  a  ooinposi* 
tioB  of  fifty  cents  on  the  dollar  was  accepted  by  the  bondholders. 

Such  a  loss  is  regarded  as  a  bad  debt  (and  not  as  a  loss)  within  the 
meaning  of  the  income  tax  law.  Only  the  difTerence  between  the  attonat 
reosived  in  the  distribution  of  assets  of  the  bankrupt  and  the  amount 
of  proved  tiiaim  may  be  considered  for  the  purpose  of  deduotioil  as  A 
bad  debt  by  the  estate.  An  individual  owning  similar  bonds  would  be 
entitled  to  call  his  loss  a  bad  debt  and  deduct  such  bad  d^t  in  his  in- 
dividual income  tax  return. 

1141.  Dedaetien  for  depredatleik— 

John  Smith  IKmght  a  lease  la  umxavf,  29Mf  rmmlag  Mr  fiv«  resMr 
and  paid  $5,000  cash  for  same.    Be  hat  paid  MUal  for  llf«  ^eftm  of 
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to  Its  policy  holders,  but  Instead  of  the  policy  holders  receiyinc  the 
dlridends  In  cash  they  were  i>ermltted  to  accumulate  in  the  hands  ot 
the  company  until  the  sum  of  these  accrued  dividends  In  1010,  that 
were  paid  to  a  policy  holder,  In  addition  to  the  face  value  of  the  policy, 
was  $1,250.  No  part  of  the  dividends  so  declared  by  the  company  was 
retained  by  It  In  reduction  of  the  premiums  on  the  policies. 

If  the  said  dividends  just  as  they  were  declared  and  accrued  each 
year  were  credited  to  the  policy  holder  and  if  they  were  made  available 
to  and  subject  to  the  demand  of  the  policy  holder,  then  such  dividends 
are  regarded  as  Income  of  the  policy  holder  for  the  respective  years 
In  which  they  were  declared  by  the  company  and  credited  to  him,  and 
such  dividends  should  have  been  included  in  the  income  tax  returns 
of  the  policy  holder  for  prior  years.  However,  if  such  dividends  were 
not  made  available  to  or  subject  to  the  demand  of  the  policy  holder 
during  the  respective  years  in  which  such  dividends  were  declared, 
then  the  entire  amount  accumulated  ($1,250  in  this  case)  constitutes 
income  for  the  year  in  which  received,  that  is,  1919. 

1104.  Year  in  which  income  is  to  be  accounted  for.— 

In  the  year  1915,  A  earned  from  B,  pursuant  to  contract,  a  certain 
sum  of  money  which  B,  however,  refused  to  pay.  A  was  compelled  to 
commence  suit  which  dragged  along  into  the  year  1919,  and  in  this 
year  the  suit  was  settled  and  the  moneys  pursuant  to  settlement  were 
received  in  1919.  A  made  no  return  in  the  year  1916  nor  thereafter 
for  this  claim,  it  having  been  in  litigation  and  the  ultimate  recovery 
having  been  deemed  problematical. 

Such  recovery  constitutes  income  for  the  year  in  which  received. 
Neither  the  year  in  which  the  money  was  earned  nor  the  fact  that  ft 
was  or  was  not  deducted  from  gross  income  in  any  return  made  for 
tax  purposes,  will  in  any  way  affect  its  character  as  income  for  the 
year  in  which  it  was  recovered. 

*    *    * 

The  X  Transportation  Company  lost  a  vessel  by  collision,  each  party 
involved  claiming  the  other  was  at  fault  The  vessel  was  lost  during 
July,  1910,  and  the  book  value  ($77,500)  thereof  was  chargoil  off  the 
books  as  of  December  31,  1910,  this  amount  being  claimed  as  a  loss  in 
the  1910  tax  return  of  the  company.  Suit  was  brought  in  1010,  and 
in  1919  the  court  awarded  $250,000,  which  amount  has  not  yet  been 
paid,  but  no  appeal  is  pending.  The  finding  in  the  case  was  «nade  by 
a  referee,  who  reported  that  the  vessel  at  the  time  of  its  loss  was  worth 
$250,000,  this  amount  being  subsequently  decreed  by  the  court 

Gains,  profits  and  income  are  to  be  included  in  gross  income  for 
the  taxable  year  in  which  they  are  received  by  th^  taxpayer  unless 
they  are  included  when  they  accrue,  in  accordance  with  the  approved 
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INTERPRETATIVE  ILLUSTRATIONS 

method  of  accounting  followed  by  the  taxpayer.  From  the  above 
statement  of  facts.  It  Is  clear  that  the  loss  in  this  case  occurred  in 
1916  and  such  loss,  amounting  to  $77,500,  the  book  value  of  the  vessel, 
was  claimed  in  the  return  of  the  corporation  for  that  year.  The  value 
of  the  vessel  as  later  determined  by  judgment  rendered  in  1919  was 
$250,000,  which  should  be  returned  as  income  for  the  year  in  which 
received  unless  it  has  been  properly  accounted  for  as  income  for 
another  year. 

S171.  Meaning  of  invested  capiftaL^ 

The  total  paid  in  capital  stock  of  the  X  Company  is  $100,000.  Up 
to  January  1,  1919,  due  to  losses,  its  surplus  was  wiped  out,  the  books 
showing  a  deficit  of  $15,545.94.  In  making  its  tax  return  for  1919  this 
deficit  was  deducted  from  its  paid  in  capital  and  the  difference, 
$84,454.06,  was  used  as  its  invested  capital. 

The  latter  amount  was  incorrectly  used  as  the  invested  capital  of 
the  company  in  making  its  tax  return.  Section  326(a)  of  the  Act 
provides  that  the  term  "invested  capital"  for  any  year  means  the 
actual  cash  bona  fide  paid  in.  The  invested  capital  is  not  based  upon 
the  present  net  worth  of  the  assets.  It  appears  that  an  operating 
deficit  actually  existed  in  this  case,  but  inasmuch  as  $100,000  was  the 
amount  originally  paid  in,  it  follows  that  this  sum  should  have  been 
used  as  the  invested  capital  of  the  company  for  excess  profits  tax 
purposes. 

1181.  Paid  in  sarplus^— 

A  lumber  concern  set  up  timber  holdings  on  December  31,  1909,  at 
an  estimated  valuation  of  100,000,000  feet  at  $6  per  thousand  feet— 
$500,000 — ^but  it  has  subsequently  been  proven  that  the  tract  contained 
over  150,000,000  feet 

The  company  will  not  be  permitted  to  correct  the  valuation  as  of 
December  31,  1909,  or  as  of  March  1,  1913,  and  neither  will  the  surplus 
be  permitted  to  be  included  as  invested  capital  for  the  purpose  of 
determining  the  excess  profits  tax.  The  fair  market  value  of  the 
timber  as  of  December  31,  1909,  or  as  of  March  1,  1913,  has  no  bearing 
on  the  invested  capital  of  the  company  (see  fl71).  The  surplus 
embracing  the  additional  value  ascertained  as  the  result  of  the  re-valu- 
ation of  capital  assets  may  not  be  included  in  invested  capital  for 
excess  profits  tax  purposes.  The  original  value  must  be  used  under 
the  circumstances. 

1184.  Effect  of  ordinary  dividend.^ 

The  D  Engineering  Works  was  incorporated  with  a  capital  (which 
consisted  of  a  total  paid  in  capital  stock)  of  $200,000.    For  the  year 
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1917  the  company  reported  to  the  Treasury  Department  an  income  of 
|46,<N)0.  During  December,  1918,  accountants  were  called  in  to  audit 
and  adjust  the  books  of  the  company  and  they  analyzed  the  surplus 
account  since  the  inception  of  the  company  and  found  that,  instead  of 
having  a  surplus  on  December  31,  1917,  the  company  actually  had  a 
deficit  of  $6,977.87.  On  January  1,  1918,  the  company  paid  a  dividend 
of  $7,000  and  the  income  tax  paid  during  1918  amounted  to  $a752. 
Both  of  these  items  were  charged  against  surplus.    The  earnings  for 

1918  amounted  to  $19,890. 

The  above  dividend,  being  a  distribution  made  during  the  first  60  days 
of  1918,  is  deemed  to  have  been  made  from  earnings  or  profits  accumu- 
lated during  preceding  taxable  years  and  not  out  of  the  earnings  for 
1918.  This  presumption  affects  the  determination  of  invested  capital 
for  the  purpose  of  the  war  profits  and  excess  profits  tax.  In  the  case 
under  consideration  the  company  actually  had  an  operating  deficit,  but 
nevertheless  paid  a  dividend.  While  ordinarily  an  operating  defldt 
does  not  necessitate  a  reduction  in  invested  capital,  yet  when  a  dividend 
is  paid  under  these  circumstances,  the  invested  capital  is  reduced  in 
amount  to  the  extent  of  the  dividend  paid.  See  1171.  As  to  the  effect 
of  the  income  tax  paid  during  1918,  for  the  purpose  of  computing 
invested  capital,  federal  income  and  war  profits  and  excess  profits  taxes 
are  deemed  to  have  been  paid  out  of  the  net  income  for  the  taxable 
year  for  which  they  are  levied.  Amounts  payable  on  account  of  such 
taxes  for  the  preceding  year  may  be  included  in  the  computation  of 
invested  capital  only  until  such  taxes  become  due  and  payable. 

1273.  Penalty  for  understated  return. — 

Mr.  A  has  been  in  business  for  a  number  of  years.  His  business  has 
developed  considerably.  He  has  conducted  the  business  entirely  him- 
self. He  has  put  a  large  sum  of  money  into  improvements  and  his 
stock  has  increased  from  year  to  year.  He  has  not  kept  his  accounts 
in  a  way  that  would  reflect  his  profits  in  detail.  He  has  considered  as 
income  the  amount  which  he  drew  out  from  year  to  year  for  living 
expenses  and  has  made  his  income  return  to  the  Government  on  this 
basis.  In  order  to  make  up  his  income  return  for  1919  he  was  advis^ 
to  employ  an  accountant  and  complied  with  this  advice.  This  accountant 
has  shown  that  A*s  income  was  larger  in  the  years  prior  to  1919  than 
Mr.  A  had  believed  it  to  be.  A  return  based  upon  the  figures  of  the 
accountant  will  cause  Mr.  A  to  pay  larger  taxes  than  he  should  pay 
because  of  the  fact  that  A  has  no  adequate  record  of  money  which  he 
spent  in  improving  his  business,  traveling  expenses,  etc. 

Under  the  circumstances  as  set  forth  above,  Mr.  A  should  file  amended 
returns  for  1913  to  1918,  inclusive.  To  the  amended  returns  should 
be  attached  an  affidavit  setting  forth  all  the  facts  of  the  case,  and 
stating  that  the  returns  filed  for  the  years  in  question  were  prepared 
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INTERPRSTATIVS  ILLUSTRATIONS 

of  the  corporation  in  question,  yet  to  the  extent  of  $7,500,  costumes  and 
scenery  are  purchased  on  the  personal  credit  of  the  stockholders.  Sec- 
tion 200  of  the  Revenue  Act  of  1918  defines  a  personal  seirice 
corporation  as  a  corporation  whose  income  is  to  be  ascribed  primarily 
to  the  actlTities  of  the  principal  owners  or  stockholders  who  are  them- 
selves regularly  engaged  in  the  actual  conduct  of  the  aflkirs  of  the 
corporation  and  in  which  capital  (whether  invested  or  borrowed)  is 
not  a  material  income-producing  factor.  It  is  apparent  that  the  em- 
ployment of  capital  (borrowed  capital  in  this  case)  is  a  very  important 
and  material  factor  in  transacting  the  company's  business.  The  fact 
that  the  company  has  a  small  capitalisation  is  not  of  itself  conclusive 
or  sufficient  to  give  it  the  status  of  a  personal  service  corporation.  If 
the  use  of  capital  is  necessary  or  more  than  incidental  the  capital  is  a 
material  income-producing  factor  and  the  corporation  Is  not  a  personal 
service  corporation.  If  the  business  of  a  corporation  is  in  any  way 
financed  by  or  through  any  of  the  owners  or  stockholders,  these  facts 
will  be  deemed  evidence  that  the  use  of  capital  is  necessary.  It  follows, 
therefore,  that  the  above  corporation  may  not  render  returns  as  a 
personal  service  corporation. 

f  372.  Computation  of  tax  when  corporation  has  liseal  year  tha^  ended 
in  1919  and  over  $10,000  income  from  Oovemment  contracts^— 

Assume  a  corporation  having  a  total  net  income  of  $120,000  for  the 
full  fiscal  year  ended  March  31,  1919,  $48,000  of  which  was  derived 
from  Government  contracts.  Assume  further  that  the  total  profits  tax 
computed  at  the  1918  rates  is  $60,000  and  the  total  profits  tax  computed 
at  the  1919  rates  is  $30,000.  The  tax  attributable  to  Oovemment  con- 
tracts would  be  two-fifths  of  $60,000  or  $24,000.  Deducting  this  amount 
from  $60,000  leaves  $36,000.  The  tax  on  the  remaining  net  income  at 
the  1918  rates  would  be  three-fourths  of  $36,000  or  $27,000.  Applying 
the  1919  rates  to  the  income  not  attributable  to  Oovemment  contracts 
would  result  in  a  tax  of  three-fifths  of  $30,000,  or  $18,000;  but  since 
only  three  months  of  the  return  period  falls  within  1919,  the  tax  would 
be  one-fourth  of  $18,000,  or  $4,500.  The  total  war  profits  and  excess 
profits  tax,  therefore,  would  be  the  sum  of  $24,000,  $27,000  and  $4,500, 
or  $55,500.  These  computations  do  not  apply  to  the  income  tax,  which 
will  be  computed  on  the  entire  net  income,  as  provided  in  Section  205(b) 
of  the  Act  In  the  illustration  given,  the  amount  of  profits  tax  to  be 
credited  against  net  income,  in  computing  the  income  tax  at  both  the 
12%  and  10%  rates,  would  be  $55,500  as  computed. 
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APPENDIX  M 

Internal  Revenue  Collection  Districts 


Corrected  to  January  1»  1920 

Distriet  Collector's  Office  CdUector 

Alabama Birmingham  John  D.  McNeel 

Alaska   (part  of  Washington 

District) Tacoma  David  J.  Williams 

^Arizona Phoenix  Alfred  Franklin 

Arkansas   Little  Bock  Jack  Walker 

California,  1st  District San  Francisco  Justus  S.  Wardell 

California,  6th  District Los  Angeles  John  P.  Carter 

Colorado Denver  Mark  A,  Skinner 

Connecticut  Hartford  James  J.  Walsh 

Delaware  Wilmington  Henry  T.  Graham 

District  of  Columbia,  (part  of 

Md,  Dist) Baltimore  Joshua  W.  Miles 

Florida  Jacksonville  James  M.  C^thcart 

Georgia Atlanta  Aaron  O.  Blalock 

Hawaii Honolulu  Howard  Hathaway 

Idaho Boise  Lewis  Williams 

Illinois,  1st  District Chicago  Julius  F.  Smietanka 

Illinois,  8th  District Springfield  John  L.  Pickering 

Indiana,  6th  District Indianapolis  Wm.  L.  Elder 

Iowa,  dd  District Dubuque  Louis  Murphy 

Kansas  Wichita  Wm.  H.  L.  Pepperell 

Kentucky  Louisville  Elwood  Hamilton 

Louisiana New  Orleans  B.  W.  Fontenot 

Maine   Augusta  L.  O.  Tebbetts 

Maryland  Baltimore  Joshua  W.  Miles 

Massachusetts Boston  Andrew  J.  Casey  (Act'g) 

Michigan,  1st  District Detroit  John  A.  Grogan 

Biichigan,  4th  District Grand  Rapids  Emanuel  J.  Doyle 

Minnesota St  Paul  Edward  J.  Lynch 

Mississippi Jackson  Geo.  L.  Donald 

Missouri,  1st  District St  Louis  George  H.  Moore 

Missouri,  6th  District Kansas  CJity  Geo.  F.  Crutchley 

Montana Helena  William  C.  Whaley 

Nebraska   Omaha  George  L.  Loomis 

Nevada     (part    of    1st    CaL 

DiBt) San  Francisco  Justus  S.  Wardell 

New  Hampshire Portsmouth  Seth  W.  Jones 

New  Jersey,  1st  Districft Camden  Samuel  Iredell 

New  Jersey,  6th  District Newark  Charles  V.  Duffy 

♦New  Mexico Phoenix,  Ariz.  Alfred  Franklin 

New  York,  1st  District Brooklyn  Bertram  Gardner 

New  York,  2d  District New  York  Wm.  H.  Edwards 

New  York,  3d  District New  York  R.  J.  McEUigott  (Act'g) 

New  York,  14th  District Albany  Roscoe  C.  Irwin 

New  York,  21st  District Syracuse  Neal  Brewster 
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New  York,  28th  District Buffalo  Vincent  H.  Biordan 

North  Garollna,.4th  District.. Raleigh  Joslah  W.  BaUey 

*North  and  South  Dakota Aberdeen,  S.  D.  James  Ooifey 

Ohio,  1st  District Cincinnati  Stephen  McGrath 

Ohio,  10th  District Toledo  Frank  B.  NUes 

Ohio,  Uth  District Columbus  Beriah  B.  Williamson 

Ohio,  18th  District Cleyeland  Harry  H.  Weiss 

Oklahoma Oklahoma  City  Hubert  K  Bolen 

Oregon Portland  Milton  A-  Miller 

Pennsylvania,  1st  District Philadelphia  Ephralm  Lederer 

Pennsylvania,  12th  District.. Scranton  Fred  C.  ELlrkendall 

Pennsylvania,  23d  District Pittsburgh  C.  O.  Lewellyn 

Rhode  Island Providence  Geo.  F.  O'Shaunessy 

South  Carolina Columbia  Duncan  C.  Heyward 

♦South  Dakota  (part  of  N. 

&  S.  Dakota  District) Aberdeen  James  Coffey 

Tennessee Nashville  Edward  B.  Craig 

Texas,  3d  District Austin  Alexander  S.  Walker 

Utah Salt  Lake  City  David  C.  Dunbar 

Vermont  Burlington  J.  B.  Kenned^ 

Virginia,  2d  District Richmond  Richard  C.  L.  Moncure 

Virginia,  6th  District Roanoke  James  S.  Persinger 

Washington Tacoma  David  J.  Williams 

West  Virginia Parkersburg  Samuel  A.  Hays 

Wisconsin,  2d  District BiUwaukee  Burt  Williams 

Wyoming  Cheyenne  Leslie  A.  Miller 

*The  new  diatrict  of  North  Dakota,  with  headquartera  at  Fargo,  will   be 

eatabliahed  January  1.  1020,  or  later.  The  new  district  of  Arizona,  with 
headquarters  at  Phoenix,  will  be  established  January  1,  1920,  or  later,  and  at 
the  same  time  the  headquarters  of  the  New  Mexico  District  will  be  moTed  to 
Albuquerque,  New  BCexlco. 
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Accumulation  of  profits: 

Stockholders  subject  to  t 
Action: 

Collection  of  tax  

Recovery  of  tax  erroneo 
Active  Service: 

Definition    

Actors'  Ck>8tumes: 

Depreciation  allowance  .. 

Actual  owners  of  stock  

Additional  assessment  of  inc 

Redetermination    of    amo 

Tax — See  Surtax. 
Additions  and  betterments  .... 

By   tenants   

Administration  of  Estates: 

Deduction  of  expenses  .... 

Period    of    „ 

Administrative  Provisions: 

Collection  of  foreign  item 

General  internal  revenue 

Information  at  source  

Payment  of  taxes  

Penalties    . — 

Philippine  Islands  

Porto  Rico  

Receipts  for  taxes  

Refunds    

Returns,  brokers   

Dividend  payments  .. 
Public    records    

Status  of  citizen  of  Unit 
Administrators : 

Claims  for  refunds  

Lilabllity  for  payment  of 

Returns   

Advertlsiner: 

Deduction   as   business   e 

Liberty  bonds  and  war  s; 
Advisory   tax  board   

Procedure    - a 

Submission  of  questions  t 
Affidavits: 

Abatement  claims  

Exemption  claim  

Net  loss,  claim  for  allowi 

Reasonable  cause  for  dela 

Refund  claims 

Affiliated   corporations   

Consolidated  returns 

Different  fiscal  years  

Dividends    

Domestic  and   foreign  

Excess  profits  credits  

Income  from  government 
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Deduction    lit 

War  Risk  Insurance  Act,  taxability 64 

AmbaBsadors: 

Bxemption  of   Income   S92 

Amended  returns  — ^ 62,  141,  163,  164 

Amortization: 

Claims  In  returns  142 

Cost  which  may  be  amortized 148 

Deduction   In  case  of  nonresident  alien  Individual SOS 

Depreciation  of  amortized  property 142 

Information  furnished  by  taxpayer 142 

Method    142 

Pertod  ^^ ^„ 142 

Property  cost  of  which  may  be  amortized  148 

Redetermination  of  allovrance 142 

Reserve,  retirement  of  bonds 123 

Restoration    of    depreciation    allowance    to    surplus 

account    182 

War  equipment   148 

Ancillary  Administrators: 

Duties    315 

Returns    261 

Annuities  Representlner  Return  of  Capital: 

Information  at  source  281 

Withholding  tax  at  source  221 

Annuity    contracts    . 64 

Sums  In  excess  of  premiums,  taxable  Income 64 

Anticipated  profits: 

Loss  of,  deductions  188 

Apportionment    of    depletion    deduction    between    lessor 

and  lessee  .. -.—^ - 161,  168 

Specific  exemption  from  excess  profits  tax 22 

Appreciation   of: 

Assets    168 

Property,  gross  income  .«. 168 

Stock  dividends  capitalizing  91-94 

Architects: 

Deduction  of  fees  114 

Services    114 

Army  and  Navy: 

Allotments  and  allowances  under  War  Risk  Insurance 

Act,    taxability    64 

Deduction  of  cost  of  equipment  of  officer 118 

Effect  of  service  In,  as  to  notice  and  demand  of  pay- 
Exemptions  of  soldiers  and  sailors 898 

Extension  of  time  for  filing  returns  of  persons  in 

service 262 

Information  at  source  as  to  payments  to  persons  in 

service  231 

Place  for  filing  returns  by  persons  In  service 268 

Salaries  paid  to  employees  In 112 

Verification  of  returns  by  persons  in  service 248 
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Invested  capital  ^ 191 

License  to  collect  foreigrn  items  2S2 

Postal  savings,  interest  on  deposits  102 

Bankruptcy: 

Bad  debts  122 

Corporation,  returns  by  trustees  21* 

Banks: 

DejMsitors'  guaranty  fund „ „  122 

Taxes  paid  by,  for  stockholders  ~  122 

Baptismal  offerings,  taxable  income  ^ 62 

Basis: 

Computation  of  net  income  162,  162 

Determination  of  gain  or  loss  from  sale  or  exchange 

of  property  ^ ^ 71,  74,  81.  84,  86 

Returns,  calendar  or  fiscal  year ^ 162 

Beneficiaries: 

Credit  for  income  and  profits  taxes  paid  by  estate  or 

Exemptions  and  credits  212 

Income  of  estate  or  trust  to  be  accounted  for  by 812 

Inspection  of  returns  made  by  fiduciaries 264 

Surtax  on  dividends  received ^ 212 

Taxable  year - 212 

Beneficiary   societies,   exemption   ^ 284 

Bequests: 

Exemption     91,  101 

Received    65,  71 

Betterments: 

Addition  to  cost  in  determining  capital  sum  to  be  re- 
placed by  depreciation  allowance 141 

By  tenants — 68,  111 

Deduction  of  amounts  expended  for  — 862 

Definition    11* 

Lessee,  Income  to  lessor 68 

Bills  paid  for  merchandise,   telephone,  etc.,   Information 
at   source  ~ 281 

"Blocked  out"  ores  or  minerals,  determination  of  quantity  161 

Board: 

Advisory  tax  _ 284 

Of    trade    884 

Bonds: 

Amortisation   ~ ~ 128 

Claim  for  deduction 188 

Credit  sought  for  taxes  42 

Discount  on,  deduction ~ ~ 181 

Employees    ^ ~ 164 

Establishment  of  replacement  fund  66 

Liberty. — See  Liberty  Bonds. 

Sale  and  redemption  of  76,  131 

Tax-free   covenant   effect   ~ 128 

United  States,  credits 12,  16,  821,  882,  888 

Exemption  of  interest  as  to  beneficiaries  » ^  814 

Wsur  finance  corporation,  credits 12  16,  821,  882,  288 

ESxemption  of  interest  as  to  beneficiaries 814 

Non-resident  aliens  802 

Worthless  !«« 

Bad  debts 1«« 
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Charges    114,  412 

Depletion  of,  gas  and  oil  wells  —  162 

Mines    161 

Timber 15« 

I2zpendi tares    114,  16S 

Deduction  of  interest  on  121 

DeflniUon    Ml 

Distinguished  from  Income  61 

Investment,  interest  on  121 

Personal  service  corporation  821 

Recovery  throufh,  depletion  allowance  161,  162 

Depreciation  allowance  141 

CapiUl  Stock: 

Acquired    through   purchase    86 

Assessment    on    66,  114 

Proceeds  from   sale  of 76 

Sale,  gross  income  of  corporation  76 

Sale  of,  at  discount  76 

Treasury    stock   ^    76 

Carriers  by  Water: 

Exemption    ^ 224 

Under  federal  control,  income  tax „.  272 

Cash: 

Paid  In,  invested  capital  171 

Casing-Head-Oas  Contracts: 

Depletion    allowance    -  162 

Casualty: 

Compensation  received  for  property  lost  or  destroyed 

as  taxable   income   66 

Deduction  of   losses   181,  412 

Nonresident  alien  Individual  202 

Insurance  companies,  reserves,  deduction  262 

Cemetery   companies 286 

Exemption    286 

Certificates: 

Exemption    221,  222 

Foreign     corporation     having     office     or     place     of 

business  in  United  States  ~ ^ -  211 

Of  indebtedness  266 

Medium  of  payment  of  tax  ^ 266 

Ownership    222,  222 

For  foreign  items  222 

Withholding  tox  at  source 211,  222,  222,  216 

Probable  cause,  claim  for  refund 286 

Residence   ^ ^  221 

Substitute    222 

Foreign    items    222 

Chambers  of  Commerce  284 

Change: 

In     ownership     during     taxable     year,     return     by 

affiliated   corporations   262 

Of  accounting  period  162,  244 

Of    ownership,    affiliated    corporations    262 

Charges  to  capital  account  114,  161-152,   162,  412 

Charitable  Contributions: 

Deduction  « 116,  216,  202,  214  222 
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To  make  returns  - 268,  272 

To   make   Inquiry   conceming   persons   liable   to   tax  276 
Commission  Business: 

Corporation       conductlngr,       as       personal       service 

corporation    ~ 881 

Commissioner: 

To  make  return 268.  272 

To  make  rules  and  regrulatlons  . — 276 

Commissions    ~ - ~ 62 

Buying  and  selling  securities,  deductions  114 

Executors,   deductions   — ~ —  114 

Insurance  premiums,   taxable  income  62 

Receivers,  taxable  income ~. ~ ~  891 

Salesmen,    taxable    Income    62 

Withholding   tax  at   source   221 

Securities,  sale  and  purchase  of  — 114 

Selling  corporate  bonds,   deduction   —  128 

Committee: 

For   Incompetent   ^ 816 

Of  property  of  Insane  person,  fiduciary  811 

Returns     ^ 815 

Common  Law: 

Trusts    -..  298 

Compensation: 

Deduction    of    expenditures    111,    112,  201 

Destruction   of  property,   taxability   66,  181 

Federal  employees  and  officers,   taxability  62 

Forgiveness   of   indebtedness   61 

Nonresident  alien  Individuals,  taxability  —  802 

Personal   services,   gross   income  ~ 61,   62,  802 

Premium  on   insurance   policy,   deduction   .^ 111 

Taxable  income   164 

Promissory    notes,    taxable    Income    ~. 62 

State  officers  or  employees,  taxability  ^ 891 

Unpaid,   bad   debts   132 

Withholding  tax  at  source  « «...  221 

Compromises   „ „  278 

Of   penalties    278 

Computation : 

Depletion    allowance,    gas    wells 162 

Mines     -. 151 

Oil   wells ^ 161,  152 

Timber    153 

Depreciation 1 41 

Excess    profits    tax,    foreign    corporations    27,  801 

Government  contracts  872 

Illustrations  26.  885.  872,  402 

Personal    service    corporations    882,  888 

Sale  of  mineral  deposits 401 

Special  cases  27,  801 

Year    1918 21 

Tears  after  1918  21 

Income    tax    fiscal    year    1917-1918    88,  888 

Fiscal  year   1918-1919   88 

Personal  service  corporation  882.  888 

Invested   capital   „.. 171,   198,  864 
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Fiscal  years -.,      ..    . .     .  .,  S62 

Foreign  and  domestic « 44 

Oovernment  contracts 862 

Amortization  of  bonds , 12S 

Amortization  of  war  equipment 142 

Assessments: 

For  reorganization  purposes,  deductions 114 

Voluntary  114 

Bad  debts  deductible  182 

Bonds,   sale   and   redemption   of 76,  181 

Bonus  stock,  constructive  receipt  by  employees 164 

Capital  account,  charges  against  distinguished  from 

expense 11 4,  168 

Capital  assets,  sale  of 76,  181 

Capital  stock,  sale  of ^ ^ 76,  181 

Compensation  paid  to  employee  In  stock ....     62 

Consolidated  returns  862,  863 

Fiscal  years  of  affiliated  companies  862 

Contributions   116,  116 

Contributions  and  gifts     to,  deduction  116,  803 

Credit  for  foreign  taxes 41 

Credits    „ 16.  41 

Credits  against  income 16 

Excess  profits  tax 16 
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Definition 298 

Depletion    161 

Depreciation 141 

Dissolved  84.  242 

Dividends  received 116 

Excess  profits  tax. — See  Excess  Profits  Tax. 

Excessive  compensation  payments,  deductions  112 

Exempt   881 

Exemption    881-888 

Exemption  from  withholding  of  tax  at  the  source 222 

Expenses  deductible  111,  116 
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Expenses  not  deductible  116,  244 

First  return  162,  244 

Fiscal  year  1917-1918,  computation  of  tax. 88 
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Mineral   deposits,    determination   161 

Raw   material   Ill 

Costs,  administrative,  of  estate,  deduction  —  114 

Costumes,  depreciation,  deduction  141 

Cotton  Bxchanfftts: 

Exemption    ^ ~  S84 

County  Fairs: 
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Coupons,  interest  on,  constructive  receipt  164 

Court  costs,  expenses  of  administration  114 
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Tax  withheld  at  the  source  - ~ 46 

Forelfirn  taxes  paid  at  source  ~     48 
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bonds     18 
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Members   of   partnerships   821 

Nonresident    aliens    SOI,  804 

Profits  tax  18 
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Specific  credit: 
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Individuals     ^ 12 
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Claims    ; ^ 282,  804 

Computation  of  net  Income  for  surtax  purposes 18 

Corporations  - 16.   16,     41 
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Dividends     12 
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Estates    ^ 81 8 
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Corporations 116 

Advertising    expenses ...-.-..^ — ,..,  115 

Banks,  depositors'  guaranty  fund lit 

Interest  paid  by 121 

Taxes  paid  on  stock 12S 

Betterments S52 

Bonds,  discount  on IJl 

E^ect  of  tax-free  covenant  clause 12S 

Campaign   contributions   .._ 116 

Capital   expenditures 114 

Charitable  contributions ^   115 

Depositors'  sruaranty  fund 122 

Discount  on  bonds 121 

Dividends 116 

Donations 115 

Expenses ~ 115 

Foreign    corporations S02 

Improvements S52 

Insurance  companies S62 

Interest 121 

Liberty  loan  advertising  expenses 116 

Life  Insurance  premiums S52 

Loan  companies,  interest  paid  by 121 

Lobbying  expenses  ^  116 

Mortgages,   interest  on ; 121 

National  banks,  taxes  paid  on  stock 122 

Philippine  Islands  SOf 

Porto  Rico SOf 


Preferred  stock,  interest  on 

Propaganda  exploitation  expenses 
Repairs 


Reserves  of  Insurance  companies 

Scrip  dividends.  Interest  on 

Taxes  paid  on  bank  stock 


Tax-free  covenant  clause  in  bonds,  effect  ..^ 

Trust  companies,  interest  paid  by 

War  savings  stamps  advertising  expenses 
Customs    duties    


Defaulted  payments  on  sale  of  real  estate IZ 

Depletion. — See  Depletion  Deduction. 
Depreciation. — See  Depreciation  Deduction. 

Estates 811,   812,  814 

Excess  profits  tax  841,  842 

Expenses,   business 111,  112,   114,   164.   808,  412 

Farmers,    expenses   ,  412 

Farmers,  losses  » 412 

Fiscal  year  1917-1018 88 

Foreign    corporations 808 

Ground  rents 121 

Import  duties ...^  122 

Improvements  --^ «  114 

Income  subject  to  rates  for  different  years 88 

Individuals     111 

Inheritance   taxes . ..  128 

Insurance  companies 362 

Interest 121 
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Tariff  duties  122 

Taxes    122,  128 

Time  164 

Traveling  expenses  118 

Trusts    812 
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Worthless    debts    182 

Deed  of  trust,  revocablllty  814 
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Status  of,   as   to   income   and    profits   tax   payments    21 
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AllocaUon    of    15,     22 

Determination  of  profit  on  disposition  of 74 

Withholding  at   the   source   not  required   221 

Domestic  corporation,  definition  223 
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Property    damage*    association    insuring   automobiles 
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Race-meet  associations 382 
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Status    12 
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Surtax,    Liberty    bonds   102 
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Telephone  clearing  association 387 

Territories    391 
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Forms  to  be  used ^^ — ..«_«_  204 

Of  payments  to 221 

Where   filed 261.  262.  204 

Source  of  income  as  determininir  liability  ^^ 292 

Steamship  companies —.^ ........^  202 

Tax  on «~v- ,  ■  ■  , * -■■  292 

Taxation  between  United  States  and  Porto  Rico  and 

Philippine  IslairtTs 20« 

War  finance  corporation  bond  interest  .^ -..^ —  202 

War  profits  credits 262 

Withholding  tax  at  source 211.  212.  221-222.  204 

Foreiini  Countries: 

Bonds,  information  at  source .^ .^  222 

Credits   to   nonresident   alien   individuals  paying  in- 
come  tax   ,.^^ 201 

Effect  of  residence  in,  as  to  oitixenshlp . 292 

Elxemption   of  association   to  increase  knowledge  of 

civilisation    of 286 

Taxability  of  income 292 

Verification  of  returns  executed  in « 242 

Foreiini  Qovemments: 

Foreign  Items  ^ ^^  222 

Collection  222 

DefiniUon 282 

Return  of  information .^ 222 

Foreign  Partnership: 

Definition 296 

Foreign  taxes 41 

Credits 41,    42 

Deductions . . 122 

Nonresident   ^ ..^^.-.^...^  208 

Paid  at  source,  credit  for ..^^.^ 42 

Forgiven  debts  -^.^ 66 

Forgiveness  of  Indebtedness: 

Taxable   income « 66 

Forms: 

Returns    241.  242 

Fractional  Part  Of: 

Cent,  disregard  of  «....^ ..  266 

Tear,  computation  of  excess-profits  tax  ^. „^22.  26.  888 

Invested  capital ^  198 
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Depreciation,  deduction 141 

Intangible  property  178 

Fraternal  Beneficiary: 

Associations  884 

Societies,    Exemption   884 

Fraud: 

Returns    871.  278 

Freight  payments   . ^  802 
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Elxemption    382 
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Addition    to    surplus    account    of    amounts   expended 

Depreciation,  deduction   141 
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Basis   for  Vfetermining  ~ 71,    75 

Ehcchange  of  property  .^ „ „ ~ 81 

From   sale   or   exchange   of   property,   basis   for  de- 
termining   _ ^ 71.  74,   81.  84.     85 
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Sale  of  good-will  ^. 71 

Sale  of  patents  and  copyright  71 

Sale  of  property  «     71 

Sale  of  real  estate  ^ 71,     74 

Installment  sales  -. 71.    73 

Sale  of  stock  , 74 

From  different  lots  74 
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Treasury  stock  ^ 76 

Sales  on  installment  plan  — 78,    74 
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Wells,   depletion   151-158 

Excess-profits  tax  on  sale  401 

Surtax  on  sale ~^ ^ 401 

Gifts  - 116 

By  corporations  - -115,  116 

By  estates  and  trusts  ^ ^ 116,  814 

By   partnerships   116,  321 

By  terms  of  will  or  trust 814 

£«xemption  . ^ ^ ^ 65 

Forgiveness  of  indebtedness ^ 66 

Received  _ ^ 66,     7 1 

Sales  of  property  acquired  by „ 71 

To  charity,  deduction  .« ^-116,  808,  814,  882 

To  clergymen,  etc,  taxable  income „ 62 

To  corporations,  invested  capital ^ 181,  172 

To  employees.  icTeductlons  ^ -...  112 

Gold  Mining: 

Computation  of  excess-profits  tax  „ 402 

EiXemption  from  excess-profits  tax  402 

Good-will: 

Depreciation  of  ^ ^ 141 

Deduction   141 

Intangible  property  178 

Invested   capital 178.   182,  188 

Profit  and  loss  from  sale  of 71 

Sale,  gross  income  „ 71 

Stock  dividend  capitalizing  98.    94 

Government  Contracts: 

AfiSliated  corporations  „ 862 

Computation    of    excess-profits    tax    872 

Definition „ 871 

Inspection  of  „ .^  871 
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Personal  service  corporations ~ —  881 

Return  of  corporation  derlvlngr  chief  Income  from....  362 
Unenforceable    871 

Government  ESmployees: 

Salaries   «2 

Oraln-Ralsing   Corporation: 

Exemption    - 382 

Gross  Income: 

Allocation  of  income  from  judgments 164 

Annuities - 64 

Appreciation  In  value  of  property  168 

Compensation  for  personal  services  ...61,     62 

Constructive  receipt 164 

Contributions  to  corporation  by  stockholders  65 

Copyrlerhts,  sales « 71 

Corporate  stock,  sales - —     74 

Corporations, 61 

Corporations  In  liquidation  75 

Deductions. — See   Deductions. 

Deferred  payment  sales  of  real  estate  78 

Definition   61,   161,  802 

Exchanges  of  property  81-86 

Exclusions 64,  66,  91.  101.  102,  814.  821,  891,  892 

Exemptions    61 

Farmers  „ —  411 

For«»lfim    corporations    ~ — —  802 

Forgiveness  of  Indebtedness  —     66 

Good-will,   sales  71 

Inclusions 61-64,  66.  71.  78,  74.  164.  891.  411 

Individuals ., 61 

Installment  plan  sales  of  personal  property 78 

Installment  plan  sales  of  real  estate  73 

Insurance  companies 802,  851 

Insurance  policies,  proceeds  of  64 

Leasing   of    property 63 

Long  term  contracts  164 

IjOss  or  damage  recovered  66 

Lots,  sales  of  real  estate  In  74 

Nonresident  alien  individuals  802 

Nonresident  aliens  308 

Patents,  sales  71 

Property    exchanges    81-85 

Rent    - ~ 68 

Sales  of  capital  stock  - 75 

Sales  of  capital   assets  of  corporation  75,  851 

State  contracts  ., 891 

Taxable  year 164 

Time  as  of  which  to  be  accounted  for  168,  164 

GroundT  Rents: 

Deduction  of  payments  made  for -.  121 

Maryland  or  Pennsylvania  121 

Guardian: 

Returns  by  ~ — 815 

Guardian  and  Ward: 

Returns  - ~ 241.  315 

Taxation  to  beneficiary 318 
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Head  of  Family:  § 

Definition    -     18 

EiXemption    - ~ 12 

Personal  exemption  „ 12 

Health  Insurance  64 

Premiums  paid  by  employer  as  taxable  Income  to  em- 
ployee   „ 62 

Taxability  of  amount  received  64 

Heirs: 

Profits  from  sale  of  real  estate  812 

Holdinsr  companies   114 

Holiday: 

Due  date  for  payment  of  tax  251,  253,  261,  262 

Horticultural   oriranisations   « 862 

Exemption    882 

Hospitals: 

Donations    to,   de^dTUotion   by   corporation    116 

Husband  and  Wife: 

Deduction  of  statutory  allowance  to  widow  812 

"Dyln^  durlnir  taxable  year  12 

Living  together,  definition  ^ 12 

Marriage  settlements  as  gift  - 65 

Personal  exemption  12 

Returns  241 

Separation,  deduction  of  allowance  paid  118 

Exemption  of  alimony  received  65 

Specific  exemption  12 

Illegal  Transactions: 

Deduction  of  losses  from  181 

Gains   from   112 

Losses   from   181 

Illinois  Drainage  Assessments: 

Deduction    ^ 122 

Illinois  limited  partnerships  - ~ 298 

As  partnership  298 

Illness: 

Extending  time  for  filing  return  on  ground  of 816 

Insurance  or  damages  received,  taxability  64 

Return  by  agent  where  taxpayer  ill  241 

Illustrations: 

Computation  of  excess  profits  tax  26,  82,  885,  872,  401,  402 
Computation  of  limitation  of  excess  profits  tax 26 

Impairment  of  capital  181 

Import  Duties: 

Deductions     122 

Import  taxes  deductible  122 

Improvements: 

Addition    to   cost   in   determining   capital   sum   to   be 

replaced  by  depreciation  allowance  ^  141 

Deductions    Ill,  852 

Lessee,   Income  to  lessor  68 

Mines,  depreciation  allowance  151 

Oil  and  gas  wells,  depreciation  allowance  162 

Timber,   depreciation   allowance  158 

Income: 

Definition    „ » 1 61 

Determinable,   definition    211 
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Distinguished  from  capital  51 

Exohanges  of  property   81  -  85 

Fixed,    definition    211 

Subject  to  different  rates 14,     83 

Total    61  -58 

Income  Tax: 

Affecting  dividends  15 

Credit    for   41 

Not  deductible  122 

Paid  by  partnerships  and  personal  service  corpora- 
tions     ^ 41,    821,  882 

1917-1918  as  a  credit 88 

Indebtedness: 

Forgiven   65 

To  purchase  or  carry  tax-free  obligations  or  securi- 

Indemnity: 

Deduction  in  computing  loss ....^....^  412 

Information   at  the   source   ^ ...^ . ..^^.«.....,^..281 

Actual  owner  of  income  ^ .» ^  281 

Alien  employees  in  foreign  countries,  payments  to^.^  281 

Annuities  representing  return  of  capital ^  281 

Bills  paid  for  merchandise,  telephone,  etc ..^.  281 

Board    and    lodging    of    employees 281 

Branch    offices    281 

Brokers    231,  884 

Certificate  of  ownership  282 

Corporations,   payments   to   281 

Dividend  payments  281,  238 

Fiduciaries,   payments  by   .^ 815,   823,  334 

Foreign  corporations,  payments  to  231 

Foreign    items    232 

Interest,  corporation  obligations  223 

Interest  on  corporate  obligations   ^ 213,  223 

Interest  on  government  obligations  231 

Interest,  United  States  obligations ^  231 

Living  quarters,  value  of -„.— 231 

Nonresident  aliens,  payments  to  . 231 

Ownership  certificates  238 

Partnerships    315,    823,  334 

Payee  not  actual  owner  ^ ., 231 

Paying   agents,   foreign   items 232 

Payment,  alien  employees  in  foreign  countries 231 

Amount  of  |1,000 231 

Employees  in  excess  of  |1,000  231 

Foreign   corporations   231 

Nonresident   aliens   231 

Payments,  of  |1,000  or  more  231 

Soldiers  and  sailors  231 

Penalties  for  failure  to  furnish .^ 276 

Personal      service   corporations   .^ 315,    323,  334 

Registered    interest    223 

Rent     231 

Sailors,  payments  to,  not  in  excess  of  $3,500 231 

Soldiers,  payment  to,  not  in  excess  of  |3,500 231 

Subcontractors 231 
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Information  at  the  Source  (Continued):  i 

Substitute  ownership  certificates  ^  882 

Withholding:   tax   211,    213,   222,   222.  215 

Inheritance  Taxes: 

Deduction  of  128 

Insane  Person: 

Committee  of,  as  fiduciary ^ .^  811 

Estates  of 274 

Interest  on  tax 271 

Penalty  for  nonpayment  of  tax _^  271 

Return   by  committee ^  816 

"In  Sight"  Ores  or  Minerals: 

Determination  of  quantity 161 

Insolvency: 

Bad  debts  ~ 182 

Credits  of  insolvent  persons 281 

Interest  on   tax  271 

Penalty  for  nonpayment  of  tax  274 

Insolvent: 

Corporations    182,  274 

Persons,  estates  of  . 274 

Inspection  of  Returns: 

By    state   officers   ^ 264 

By    stockholders    264 

Inspection    returns    264 

Installment  Plan   Sales  of: 

Personal  property,  gross  Income  78 

Real   estate,    gross   Income   78 

Installment  sales  78 

Installments: 

Payment  of  tax  In  27,  261,  262.  801 

Insurance: 

Allotments,  and  allowances  imder  War  Risk  Insur* 

ance  Act,  taxability  ~~... ..~..~, ..^.~.     64 

Companies,  as  corporations  298 

Deductions  allowed  852 

Definition    298 

Gross    income    802,  861 

Invested  capital 868 

Mutual,   exemption   887 

Reserves,    deduction    852 

Returns    864 

Tax   on    851,  862 

Gain  from  sale  . 68 

Invested  capital  , -. 184 

Life 64 

On  lives  of  ofilcers  and  employees 111,  114 

Premiums,  commissions  on,  taxable  Income  62 

DeducUons    111,  118 

Employees  or   officers,   deductions   111 

Sums  in  excess  of,  as  taxable  income 64 

Withholding  tax  at  source .^  211 

Proceeds  of  policy,  taxability «    64 

Reduction   of   losses  181,  412 

Workmen's  compensation,  taxability 891 
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DeflniUon    ^ -„ :  173 

Depreciation,  deduction  ™ „ 141 

Paid  in,  invested  capital  ~ -  17S 

Intention: 

Residence  ~ 292 

Interest: 

Accrual  after  March  1,  1918,  taxable  income  —     63 

Accrual  prior  to  incidence  of  tax B3 

Constructive  receipt  ~  164 

Corporate  obligation  211,  232 

Corporation  obligations,  return  of  information  831 

I>eductible    ~ « 121 

Bank  deposits  ^ ^ ....  121 

Capital  invested  in  business  121 

Claim  in  abatement  :....  281 

Deduction  by,  corporation 115,  121 

Individuals    121 

Nonresident   aliens   803 

Delay  in  payment  of  tax  281 

Domestic   obligations „  302 

Extension  of  time  for  filing  return 281 

Farm    Loan    Act   securities    81,  101 

Federal  land  bank.  Uxability  81,  101 

Gross    income „ 61,     82 

Invested    capital    „.. 181,  182 

Liberty  bonds,  deduction „  121 

Nonresident  alien   individuals 802 

Taxability    101,    102,    814,    321,  887 

National  farm  loan  association,  taxability  81,  101 

Nonresident   alien    individuals,   taxability   802 

Savings-bank  deposits,  constructive  receipt  164 

State  obligations,  taxability  101 

Tax   on    „ 271 

Claim  for  deduction  disallowed  188 

United  States  obligations,  credits  16,   821,  882 

Deductions   „ 121 

Kxemptfon  of  beneficiaries  814 

Information    at    source    815,    828,  834 

Taxability  101.  102,   814,  821 

War  Finance  Corporation  bonds,  credits  ....12,  16,  321,  382 

Exemptions   of   beneficiaries   814 

Withholding 45,  211,  213,  221-223,  304.  315 

Intermingled  Goods: 

Loss  in  value  of  inventory  „ „  133 

Internal  Revenue: 

Laws  applicable  to  income  tax  276 

Taxes,    deductions „ _  122 

Intestate's  property „.  314 

Inventories    _ _72,  163 

For    1918    _     72 

Loss    In    « 183 

Cost    _ „ .^     72 

Dealers  in  securities  ... ... ^ 72 

Deduction  determined  by  ^ *-— -^  111 

Depreciation,  deduction   ..  141 

Farmers,  gross  Income  . ^  411 
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Inventories  (Continued):  I 

Farmers,   live  stock  «. —  412 

Losses,  deduction  - ~ - 13S.  803 

Market  72 

Necessity     „ ^ 72,  les 

Obsolescence,  deduction  of  losses  ^ 131 

Valuation    . - 72 

Invested  Capital: 

Admissible   assets   192 

Afllliated   corporations 8(4 

Bank    deposits    191 

Bonus    stock ..  171 

Borrowed   capital    171,  191 

Canceled    indebtedness    to   stockbolders   191 

Cash  paid   in,   bonus   stock   - 171 

Changes    during    year    - 198 

CompuUtion    — 171,   198.  864 

Average    Invested    capital    ., 198 

Definition     « 171 

District  of  Columbia  obligations  172,  198 

E«ffect  of  ordinary  dividend  ^- 184 

Effect  of  stock  dividend  « 184 

Ebcpenses   of   orgranisatlon    . 192 

Federal  farm  loan  bonds  172,  192 

Foreigrn   corporations - ~  801 

Fractional  part  of  year  193 

Oood-wlll    „ 178 

Impairment   of  capital    - 181 

Inadmissible    assets 172,  192 

Insurance  companies   — 853 

Intanirible  property,  deflnltion — 178 

Paid   In   178 

Interest 191.  192 

Measures  of  capital  « „ 171 

Method  of  determining:  available  net  income  184 

Orgranisation  expenses  192 

Patents    „....  1 78 

Percentagre  of  inadmissible  assets  192 

Possessions  of  United  States  obligations  172,  192 

Preferred   stock   ^..  191 

Purchase  of  stock  184 

Reorganizations 201-208 

Return  for  fractional  part  of  year 198 

Securities    ...191.  192 

State   obli^tions    _ 172,  192 

Subscriptions    of   publishlnR   concern    191 

Surplus. — See  Surplus  and  Undivided  Profits. 

Surrender   of   stock    , 172 

Tangible  property  paid  in.  evidences  of  Indebtedness  172 

Inadmissible   assets   172 

Mixture  of  tangrible  and  Intangrlble  property 172 

Value  In  excess  of  par  value 181 

Terrltortal   obllfratlons 172,  192 

Undivided  profits. — See  Surplus  and  Undivided  Profits. 
Investment    Income   of   insurance   companies: 

Oross   income  861 

Iowa  Dralnagre  Assessments: 

Deduction    „. 122 
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Irrigation  AaMssmenUi:  t 

DedueUon Iff 

Irrigation   Dlstrlota: 

Taxability  of  Intoreat  on  obligations  of 101 

Joint  Akiventuro: 

Am  oonatltutlng  partnership .~~ — ....^  f93 

Joint  Bzemptlons: 

Married  persons ^    If 

Joint  flduolarles 116 

Joint  Investment  and  ownership  as  oonstltutlng  partner- 
ship     f  9S 

Joint  owners  of  bond's fff.  Hi 

Joint  Ownership: 

Withholding  tax  at  source fSf.  815 

Joint  returns  of  husband  and  wife f 41 

Joint-stock  Companies: 

As  corporations ....^....-^...^  f  98 

Definition > f  98 

Distinguished  from  partnership f 98 

Judges  of  United  States  Courts: 

Retired  pay ff 

Judgment .—..—. ...-.  164 

Allocation  of  Income  from If 4 

Creditors,  validity  of  tax  Hen  as  to f  77 

Iiabor: 

Deduction  of  expenditures  for 111 

t«and1ord  and  Tenant: 

Crop  shares,  tax  on 411 

Depletion  in  case  of 151-168 

Depredation  deduction 111,  141 

Improvements  by  lessee,   Income  to  lessor €8,  111 

Rent — See  Rent 

Last  tttie  date fSl.  ff  1,  fff 

Law: 

Bxemptlon  of  association  for  sclentlflo  study  of. 886 

Legacies  .^ ^ .^    71 

Legal: 

Aid  associations,  exemption  ,^^ ^.^ ...^  886 

Due  date  for  payment  of  tax. 861,  f61,  262 

Lessees  and   lessors 68,  111 

Depletion  allowance  mines,  oil  wells,  timber  .......^..  151 

Levee  Assessments: 

Deduction   .^ 122 

Levee  Districts: 

Taxability  of  interest  on  obligations  of 101 

Liberty  Bonds: 

Bxemption  of  mutual  organisations  receiving  Inter- 
est   887 

Bxpense  In  advertising  sale 115 

Deduction . ^ ^ 115 

Foreign  corporations,  exemption 802 

Interest   deduction   «  121 

Interest  on,  taxable  status  102 

Interest  taxability 101.  102.  814,  821,  887 

Nonresident  alien  individuals,  exemption  .^  802 

Surtax    .-,.—. ....^....-..........^.^ —.^.^..^^  102 
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License:  ^ 

Collection  of  forel£m  items  282 

Depreciation,  deduction  —« .~.  X41 

Fees,  automobile,  deductions «  122 

Taxes  deductible   122 

Liens: 

Lien  of  Tax: 

Enforcement  by  bill  in  equity 277 

Life  Insurance: 

Corporation  officers,  deduction  111 

Deductions  allowed  companies  . ^~  252 

Gross  income  of  companies ^..-«^^  261 

Invested    capital    184 

Lives  of  officers  or  employees —  111,  114 

Policies,  dividends  paid  on 64 

Proceeds  of i ; .^ —     64 

Paid   to  corporations  61 

Premiums,  deduction  111,  113.  114 

Paid    by    employer    as    taxable    income    to    em- 
Proceeds  of  policy,  taxability  64 

Reserves  of  companies,  deduction 852 

Return  of  premiums  64 

Sums  in  excess  of  premiums,  taxable  income  64 

War  Risk  Insurance  Act,  taxability  of  insurance  pay- 
able unAfer  64 

Limitation: 

Action  to  collect  tax  ^ 277 

Excess-profits  tax  26 

Limited  partnerships   298 

As   corporation   208 

As  partnership  « „w 298 

Illinois   type   . 298 

Michisran  type  298 

New  York  type  ^...  298 

Pennsylvania  type  „ 298 

Llquidatlngr  corporations  .> 76,  261,  268 

Liquidating  dividends ^....84,    94 

Taxability  _ 94 

Live  Stock: 

Cost  of  raising,  etc.,  deduction  „ ^.  412 

Depreciation  allowances  412 

Losses,  deduction  412 

Profit  from  sale  as  taxable  Income 411 

Living  expenses  .„..,,,  118 

Deduction   118 

Living  quarters  furnished  to  employees  62,  281 

Loan  Companies: 

Deduction  of  interest  paid  121 

Loans  and  rebates  62 

Lobbying  expenses .  116 

Deduction  by  corporation 116 

Local   Benefits: 

Deduction  of  assessments  122 

Local  benefit  taxes  or  assessments ^  122 

Local  organizations,  exempt  organizations  887 
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Local  Taxes: 

Deductions:    

Locatton  of  Mining  Claims: 
BfTect  as  to  surtax  on  sal 

Lodges — 

£x6mptlon    « 

Lodging: 

Deduction  oi  expenses  for  . 

Long  Term  Contracts: 

Ascertainment  of  gross  in 

Loss: 

By  casualty,  deduction 

Contractual  obligations  .. 

Interest   

Of  residence  by  alien  .... 

Losses: 

Closing  depreciation  accoi 

Computation    

Earned  surplus  

Conversion  of  municipal  ' 

Crops*  deductions  . — 

Deductible,  corporations 
Illegal  transactions  .. 

Individuals  

Deductions  

Depletion. — See  Depletion 
Depreciation. — See  Deprec 
Destruction  of  property,  \ 
Discount  on  corporate  bo 
Bxtraordinary  obsolescent 

Farmers,  deductions  

Fire,   deduction    

Flood,  deduction  

€k>od-will,  sale   

Illegal  transactions,  dedi 
Indemnity,  deduction  in  < 

Insurance   reducing   , 

Inventories,  deduction 

Nonresident  alien  ind 
Live  stock,  deductions  ... 

Net  losses,  allowance  

Scope    : 

Nonresident  alien  indivic 
Obsolescence,  deduction  . 
Property,  compensation  n 

Replacement  fund   

Sale  of  capital  stock  

Scrapping  of  machinery. 
Shrinkage  in  securities  i 

Storm,    deduction    

Theft,    deduction    ~ 

Voluntary  removal  or  de: 

tion   

War  hasards  or  other  cae 
Machinery: 

Deduction  of  cost  - 
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ExtenBion  of  time  for  tiling  returns .............._  26t 

Mllitarsr  Senrice: 

Allotments  and   allowances   under  War  Risk 

ance  Act 

Deduction  of  cost  of  equipment  of  officer  ... 
Deduction  of  salaries  paid  to  employees  in 
Bffect  as  to  notice  and  demand  of  payment 
E«xemption  from  tax 


Extension  of  time  for  filing  returns  of  persons  in 262 

Information   at   source   as   to   payments    to   persons 

in 215,  222.  224 

Place  for  filing  returns  by  persons  in .._...-  252 

Verification  of  returns  by  persons  in 242 

Mines: 

Depletion 161,  182 

Depreciation,  deduction 141 

Depreciation  of  improvements 161 

Deposits  of  minerals,  surtax  on  sales 401 

Excess-profits  taxes,  in  case  of  depletion 122 

In  case  of  sale  of  minerals 401 

Obsolescence 151 

Sale  of,  surtax 401 

Ministers: 

Exemption  of  associations  for  relief  of  families  of 286 

Fees,  ffifts,  etc,  as  taxable  income 62 

Foreign  governments,  exemption  of  income  ,. ......^  214 

Minors: 

Dependents,  credits 12,  201 

Income  of ......^^ «  241 

Returns    ^ .- — ....^  241 

Models: 

Depreciation  allowance 141 

Monthly  Returns: 

Interest  -.212,  222 

Mortffaffees: 

Validity  of  tax  lien  as  to . 277 

Mortgages: 

Bad    debU    122 

Deduction    from   compensation   received   for   damage 

or  loss  66 

Interest,   dSduction   121 

Return  by  receiver  in  foreclosure  proceedings  216 

Securing  bonds  purchased  by  State,  exemption  of  in- 
terest  101 

Municipal  bonds  101 

Municipal  Corporation  Bonds: 

Returns  as  to  .., 241 

Municipal  Employees: 

Salaries    ^ ^ » 61 

Municipal  taxes  deductible 122 

Mutual  Insurance  Companies: 

Deductions    252 

Exemption 287 

Reserves,  deduction ...-. -^  262 

Mutual  organizations  exempt 227 

Mutual  savings  banks 282 

Exemption .^  222 
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National  Banks:  i 

Deduction  of  tax  paid  on  stock  .^. ^.^...^«  123 

National  Farm  Loan  Association: 

Dividends  and  interest,  taxabilitsr 91,  101 

Natural  Deposits: 

DepleUon 161-16S 

Naturaliscid  citisen --. 292 

Naval  Service: 

Allotments   and   allowances  under  War   Risk   Insur- 
ance Act  ..^...^ ~^ — — _-—-.    $4 

Deduction  of  cost  of  equipment  of  officers lit 

Deduction  of  salaries  paid  to  employees  in 112 

Bffect  as  to  notice  and  demand  of  payment ^  274 

Bxemptlon  of  sailors  ......~. .~-~ —. 298 

Bxtension  of  time  for  fllinff  returns  of  persons  in —  252 
Information  at  source  as  to  payment  to  persons  In.^  281 

Place  for  flllnc  returns  by  persons  in -  258 

Verification  of  returns  by  persons  in .^  248 

Net  Income: 

Accounting,  methods  .^ ^ «^-...«^^.^.^«  168 

Periods  ■  ^ > ...^...^^ 162 

Computation 161,  168,  814 

Surtax  purposes  .^^ «■    12 

Corporations  with  less  than   $8,000 889 

Definition ^8.  161 

See  Deductions. 

War  profits  and  excess-profits  taxes 28,  868,  408 

Net  losses « 22,  184 

Allowance -..-- -^ 134 

Claim  for  allowance  »,,^,,^ .^.^^^..^...^...^..,^  134 

Definition . 124 

Scope    ..^-..-^ — ^,^.....^^..,.^ - ..«-.«..  184 

Net  premiums  of  insurance  companies  68 

New  Buildings: 

Amounts  expended  for  ^ — ....^..........63,  114,  111 

New  York  limited  partnership  as  partnership  ^.^ ,^^  298 

Nonresident  aliens  802,  804 

Actual  owners  of  stodc  ^ ...^^ ...... 804,  806 

CrediU « 212,  292,  801.  804 

Deductions  and  credits  .^ -.- 803 

Definition 292 

Dependents  .-«^ 4— — ,^^.,^^  801 

Dividends  on  domestic  stock ^..^  802 

Withholding 221 

E>mployees,  personal  exemption  .^^..^ 212,  304 

Bxempt  income ..^ — .........._ . .......... 802 

Exemption 212.  221  804 

Fiduciaries  of *..— * .....«.—. 816 

Foreign  items  282 

Freight  payments  ...«..* ....... -..*„..-...  302 

Gifts -. 808 

Gross  income . .... 802 

Information  as  to  payments  to -  . ., .  223 

Interest  Ueduction  . 808 

Interest  received . 802 

Leaving  country  «.. ......... 264 
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Lfimblllty  to  normal  t*x t9t 

lAherty  bonds,  ezamption J*2 

Ubertjr  bond  Interest 8«2 

SM 


Net   Income ft 

Normal   tax 11 

Porto  Rico  and  Philippine  Islands St« 

Rate  of  normal  tax 11 

Reciprocal  credits J*l 

Rentals    lOt 

Representatives  J*4,  105 

Returns  241,  S«4,  215 

Extension  of  time  for  fllins 252 

Where  filed  ^ ^ 253 

Salary  ^ ^ 202 

Status  as  resident  aliens 

Status  of  citizens  of  U.  8.  possessions 

Stock  owner 

Surtax    -. 

Stock  

Taxes  deductible     ~ 


War  Finance  Corporation  bond  Interest 

Withholding  tax  at  source 211,  212.  212,  221-223. 

ESxemption    1 221 

Nonreitident  foreign  corporations: 

Information  at  source  as  to  foreign  items  232 

Time  for  filing  returns  ~ 2S2 

Withholding 211 

Normal  Ux 11 

Imposition    11,  ICl 

Nonresident    aliens   11 

Persons  liable  292 

Rate   11 

Notaries  Public: 

Taxability  of  fees ^ 391 

Notes: 

Compensation  paid  in,  as  taxable  income  (2 

Invested  capital ~ 172 

Notice  and  Demand: 

For  payment  of  tax 2(2,  274 

Notice: 

Acoounting  period,  of  change  in  162 

Additional  assessment 262 

Decision  of  income  tax  unit  284 

Payment   261.   262.   264,  274 

Tax  lien  ^ 277 

Nurses: 

Exemption  of  associations  for  furnishing  services  of.  386 

Oaths _ ^ 243 

Obsolescence - 131 

Deductions 131,   141.  412 

Losses  from,  computation  of  eameld  surplus  132 

Merchandise  and  materials 181,  141 

Mining  property  161 

Models  and  drawings 141 

Old  building  „. 131 

Patents    - 141 
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Oil  Lands:  f 

Co-owners  of,  as  partners  298 

Oil  Wells: 

Depletion  .^ „ 151-153 

Excess-profits  tax  on  sale  -.^ 401 

Surtax  on  sale  - ^ -^..  401 

OperatinflT  Expenses: 

Oil  and  gas  wells,  charges  to  capital  152 

Orchards: 

Deductions  of  amounts  expended  in  development 412 

Orchestral  Associations: 

Exemption  886 

Ore: 

Depletion    151.  188 

Organization  expenses 114 

Ostensible  salaries,  deductions  '.-. 112 

Ownership    certificates    ^ 222,  282 

Alien  property  custodian  211 

For  each  Issue  of  bonds « ^  222 

Foreign  items  „ „ 232 

Information  at  the  source  228,  282 

Instructions  for  filing  „ „ 222 

Joint  owners  ., 222,  815 

Liberty  bond  interest  - -  222 

Owner  unknown  ^ « 211,  228 

State  and  municipal  bond  interest ^ ^ 222 

Substitute    ~ ~ _. ^222,  232 

Tax  not  to  be  paid  at  source  222,  232 

Tax  to  be  paid  at  source - « «.222,  232 

Withholding  tax  at  source 211,  222.  228.  315 

Ownership   of   assets   within   Uniteid   States,   normal    tax 
liability   292 

*Paid": 

Definition    164 

•'Paid  or  accrued,"  "paid  or  incurred"   164 

Paid-in: 

Surplus,  invested  capital  181 

Parents: 

Returns   „ 241 

Partnership    - - 821 

Accounting  period  changed   323 

Accounting  period  of  partner  ^ -  321 

Association   distinguished   ~  298 

California    ^ ^ „  298 

Computation  of  net  income  ^ 244,  821 

Constructive  receipt  of  distributive  shares  by  part- 
ners      ~ ♦ - 4. - —  164 

Contributions   - ^ 821 

Corporations  « ~ -.  298 

Credit  to  partners  for  taxes  paid  or  accrued  41,     42 

Credits  for  income  and  profits  taxes  „ 41,  821 

Credits  of  partners  ^ 14,  821.  822 

Dissolution  of  - ~ 88 

Dividends  received  by  821 

Election  to  be  taxed  as  corporation  - 202 

£:xcessive   compensation   payments,   deductions   112 

Exemption   from   withholding  „ 222 
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rimofu  xoar  ....^ * ^ ^^^^..^^ , ^a»  aaa 

Foreign,  Liberty  bond  exemptions —^  302 

Illinois 29» 

Information  at  source  ^.........^ .....^.^aiS,  32S,  384 

Insurance  on  lives  of  partners ^ ■  ■■  111 

Liberty  bomd  exemptions  in  case  of  ^ 102,  821 

Liberty  bond  interest  -.. _~.^ 821 

Limited 298 

IlUnois     298 

Miohiffan ^ 298 

New  York  type 298 

Pennsylvania  type  — ..^ —.-^ —  298 

Members: 

Credits  allowed  to 14,  821,  822 

DistribuUve   shares 164,  821 

Michigan 298 

Net  income  and  invested  capital  of  predecessor .^  201 

Readjustment  of  interests .^ 88 

Receiver  for  ^ —^ ~-. 828 

Receivers,  returns  .^^^ .—...^ «.^ 81f 

Reorganisation  into  corporation  . ...... ..^^^    84 

Returns   J21-823 

Taxability    821 

Virginia 298 

Withholding 211 

Parts  of  income  subject  to  rates  for  different  years 888 

PatenU: 

Deductibility  of  damages  for  infringement  as  of  what 

Depreciation,  deduction  .^.  141 

Infringement 184 

Intangible  property  ^.-. ^ -.—...^.-.w. 178 

Invested  capiUl 178,  182,  188 

Obsolescence    —..^^  141 

Paid  for  with  stock  or  securities 141 

Profit  and  loss  from  sale ^    71 

Royalties  as  taxable  income  ^.....^ -..^ €8 

Sales,  gross  income  — .^^ — ^ .^ 71 

Patterns: 

Addition   to   surplus   account   of   amounts   expended 

Depreciation  allowance 141 

Paying  Agents: 

Source  of  information  as  to  foreign  items ...^  282 

Payment  of  Taxes: 

Assessment    , 262 

At  source 211 

Bill  in  equity  to  enforce  tax  lien 277 

Certificates  of  indebtedness  as  medium ~^ 266 

Collection  by  distraint  277 

Collection  by  suit ..— 277 

Compromise  of  penalty  for  nonpayment 278 

Declaration  of  termination  of  taxable  period 264 

Demand  ^ 261,  262,  2(4,  274 

Dishonored    checks    ^—.^ ....^  266 
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Payment  of  Taxes  (Continued):  i 

Distraint  to  collect 277 

Estates  and  trusts 818 

Excess-profits  tax 27,  242,  201 

Foreign,  at  source,  credit  for . 42 

Fractional  part  of  cent 26$ 

Installments- 27,    261.    262,  801 

Interest    -» .. 271 

Medium   266 

NoUce  and   demand   261,   262,    264,  274 

Penalty  for  nonpayment  of  tax  274 

Pending  claim  in  abatement  . ^.^  188 

Suit   to  collect   * 277 

Time    261,  262 

Uncertified  checks  «  266 

Withheld    218,  228 

Penalties   - 804 

Compromises   ^ ^ -. -  278 

Delay  in  collection  of  tax  -  276 

Delay  in  filing  return  262,  276 

Delay  In  payment  of  tax ^ — .  276 

Disclosing  information  in  returns  264 

Disclosure  of   returns  264 

Failure  to  file  return  272 

Failure  to  file  return  on  time  ~ ^61,  272,  276 

Compromises   .  278 

Reasonable  cause  ^  272 

False  returns  278,  276 

Nonpayment  of  tax  ^ „ 274 

Refusal  to  supply  name  and  address  of  actual  owner  281 

Specific    .. .  276 

Suits  to  collect  «. - ^ 277 

Tardy  tax  payments ^ « ^....^^ — 271,  274 

Taxpayer  planning  to  leave  ^...^ ....^.^  264 

Understated  returns  . ^ — ^^.278,  276 

Due  to  negligence ^ ^.^...-271,  278 

Wilful      _ 278 

Warrant  of  distraint  . ^.^«  274 

When  claim  in  abatement  is  pending  .^..^.271«  274 

Pennsylvania  ground  rents . ^ ^...^^^^  121 

Deduction  of  payments  made  for  .^....^^  121 

Pennsylvania  limited  partnership,  as  corporation ..  293 

Pension  funds  „ 112 

Pensions  -^ 62,  112 

Deductions    112 

Taxable    income   62 

Percentage  of  Profits: 

Compensation   for   services   on   basis   of,   as   taxable 

Income   62 

Per  diem  allowance  In  lieu  of  subsistence,  excess  as  tax- 
able income  - ^ 118 

Permanent  Improvements  « 68,  111,  114 

Person,    definition    293 

Personal  Effects: 

Depreciation,  deduction  ^ 141 

Personal  exemption 12,  212,  801,  804,  818 

Personal  expenses  ^ « .««.  ill 

Deduction    .......... ^  113 
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Deduction  of  lump  sums  paid  as  compensation  for....  112 
Insurance  or  damacres  received,  taxability  €4 

Personal  Property: 

Sales  on  installment  plan,  gross  income ....    73 

Taken  for  tiebt,  invested  capital  184 

Personal  service  corporations - 331,  832 

Capital   ^ -- 831 

Change   in   accounting   period   ^ ,.....*...  884 

Consolidated  returns ~ ' ~  862 

Constructive  receipt  of  distributive  shares  164 

Corporations   not   distributing   profits 341,  342 

Credit  for  income  and  profits  taxes  41,  332 

Credits  allowed  stockholders  382 

Definition 831 

Dividends   ^ ~..91,     94 

Dividends  paid  91,     94 

Dividends  received  by  ^ 332 

Bxcess-profits  tax ^ ^ 336 

Exclusion  of  certain  corporations  831 

Exempt  from  tax 332 

Exemption   from   withholding   222 

Fiscal  year  ended  in  1918  ~ 333 

Fiscal  year  ended  in  1919 833 

Fiscal  year  with  different  rates  - 31,  333 

Government  contracts  - 33 

Income  of 164,  330 

Information  at  source  815,  323,  334 

Liberty  bond  exemptions  in  case  of 321 

Liberty  bond  interest  .....821,  332 

Partial  trading  332 

Returns  „ 233.  242,  332,  884 

Service  rendered  „ 381 

Stockholders*   activities   331 

Stockholders    income    subject    to    rates    for    different 

years _.l  4,  333 

Tax  of  stockholders 832 

Taxability 832,  383 

Treated  as  partnerships   382 

Personal  Services: 

Compensation. — See  Compensation. 

Philippine  Islands,  income  tax -. 306 

Pleasure: 

Expenses  deductible  where  farm  operated  only  for....  412 
Losses  deductible  where  farm  operated  only  for....  412 
Vehicles,  depreciation  deduction  141 

Political  Subdivision: 

Definition    ^ 101 

Exemption  of  income  891 

Foreign  government,  taxability  of  income  392 

Profit   from  contract   with,   as   taxable   income   891 

Taxability     of     compensation     of    oflflcers    and     em- 
ployees    891 

Taxability  of  interest  upon  obligations  101 

Porto  Rico,  income  tax  ^ 306 
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Possessions  of  United  States:  I 

Citizens  of  »0« 

Credit   for   taxes   paid  or  accrued   to   41,   42,  821 

Deflnltion    41 

Exemption  of  income  ~ *•! 

Obligations,  invested  capital 172.  192 

Porto  Rico  and  the  Philippines  *0« 

SUtus  of  citizens  S0« 

Taxes  Imposed  by  authority  of -* 122 

Income  and  profits  taxes  41 

Postage: 

Ddductions    ^ 122 

Postal  Savings  Accounts: 

Interest,   taxability   101 

Poultry-Raising  Corporation: 

ESxemptlon    „ 282 

Power  of  Attorney: 

Claims  for  Refunds  28S 

Creation  of  fiduciary  relation 811 

Preferred  Stock: 

Deduction  of  Interest  on,  by  corporation  121 

Interest    payments    — —.  121 

Invested  capiUl  . — 181 

Premiums: 

Insurance,  commissions  on,  as  taxable  income  €2 

Insurance,  Vleduction  ~ 118 

Paid  by  employer,  deduction Ill 

Taxable  Income  to  employee  €2 

Sums  In  excess  of,  taxable  income €4 

Withholding  tax  at  source 211 

On  bonds  soM      76,  181 

Paid  on  insurance  for  employees  82 

Paid  on  life  Insurance  of  officers  or  employees Ill,  211 

Presumption: 

Citizenship    292 

Payment  of  tax,  design  to  evade 264 

Residence    292 

Prewar  Period: 

Definition    28 

Invested  capital  of  affiliated  corporation  884 

Net  income  of  afllllated  corporation  368 

War  profits  credit  ~ 28,  24.  362 

Privilege  taxes,  deductible  122 

Deductions    ^ 122 

Probable   Cause: 

Attaching  certificate  to  claim  for  refund  , 285 

"Probable"   Ores  or   Minerals: 

Determination  of  quantity 161 

Procedure: 

Advisory   tax  board   - « ~ 284 

Production : 

Definition    ...„ «„ 168 

Professional  Men: 

Deduction   of   expenses    „ Ill,  118 

Profits: 

Deferred  payment  sales  of  real  estate  ~     78 

Farmers    411 


APPENDIX  PAGE  818 

Digitized  by 


Google 


Installment  sales  of  real  estate ^..^^    78 

Liong'tBTm  contracts ^..«.-^..*^ —.^..-^  164 

Sale  of: 

Capital  assets  ^ . — ..^.^....^..-^...^^    75 

Capital    stock . 76 

Copyrights  — ^ — -^.^ — ^^»    ,, .. —    71 

Decedent's  real  estate ....^..... — . .-,^.^,.- 812 

Ck>od-wIll    71 

Patents 71 

Real   estate  in   lots 74 

Stock    74 

Trade-marks  «. 71 

State    contracts -^^  891 

Unreasonable    accumulation    841,  842 

Promissory  Notes: 

Compensation  paid  in,  as  taxable  income 62 

Invested    capital    . ^ .^„  172 

Salary    62 

Propaganda: 

Exemption  of  associations  disseminating 886 

Exploitation  expense,  deduction  by  corporation 116 

Property: 

EiXchangeSt  gross  income  81-86 

LK>8t    or    destroyed    through    war    hasard    or    other 

Sold  for  stoclf 84 

'•Prospective"  Ores  or  Minerals: 

Determiation  of  quantity 161 

Public  Park: 

Gift  of  real  estate  to  city  for,  as  allowable  deduction  116 
Public  UUUties: 

Earnings,  taxable  Income 891 

Punishment: 

Willful  attempt  to  defeat  or  evade  tax 276 

Purchase  money  mortgage: 

Bad    debt   . „ 182 

Foreclosure  of  . 182 

Purchasers: 

Validity  of  tax  lien  as  to  277 

Purchasing  Agents: 

Exemption    ^ 888 

Quantity  of: 

Oil  in  ground,  determination ..^  162 

Ore  in  mines,  determination 161 

Race  Meet  Associations: 

Exemption    882 

Railroads: 

Under  Government  control  878 

Railroad  Fares: 

Deduction   .-. 118 

Ranches: 

Deductions  of  amounts  expended  In  development 412 

Rates  of  Tax: 

Corporations .^ 16 

Dividends 61,  91.     98 

Declared  before  November  1,  1918,  and  received 
before  March  27,  1919  ^ „     61 


Digitized  by  VjOOQIC 


niDSZ  TO  PASTS  I  TO  V 

Rates  of  Tax  (Ck>ntlnued) :  I 

Fiscal  year  with  different Zl  -  ^^ 

Normal  tax  , ^ ^.^ 11 

Partnership  making  return  for  fiscal  year  1917-1918^.  822 
Partnership  making  return  for  fiscal  year  1918-1919^..  822 
Parts  of  income  subject  to  rates  for  different  years.^  14 
Personal  service  corporation  with  fiscal  yoar  ending 

1918 888 

Personal  service  corporation  with  fiscal  year  ending 

1919 888 

Surtax 18.  401 

Tax  withheld  at  source , —« 211 

Real  Estate: 

Depreciation    . ~..^.  141 

Exemption  of  corporation  organized  to  buy  and  selL.  884 

Installment  plan  sales -^-.^ —    78 

Installment  transactions,  gross  income  ~.* ~ — ~^    78 

Profit  or  loss  from  sale  — ^ .^    74 

Sales  involving  deferred  payments,  gross  income  ^...^    78 

Sales,  lots,  gross  income  ......^ — .....^    74 

Subdivisions 74 

Taken  for  debt,  invested  capital  ^.......^ 184 

Reasonable  Cause: 

Definition — -..•.__ 272 

Delay  in  filing  return . ^262,  272 

For  failure  to  file  returns  on  time ....^ 272 

Rebates: 

Deductions   ..^^^ —^ ^.■.. 188 

Itoans    .>,^ ^^...^    62 

Receipt: 

Basis  of  computation  of  net  income ^..  168 

For  taxes  ~_. 286 

Of   income,    actual    distinguished    from    constructive 

168,  164 

Tax  payments « 42,  265 

Total    . 61  -  68 

Received  distinguished  from  accrued ..^...168,  164 

Receiver: 

Commissions,  taxable  income  ..., 1 891 

For  a  corporation  permitted  to  examine  return 254 

For  an  individual  ^ «  816 

For  part  of  property  816 

For  partnerships : 816,  828 

Inspection  of  returns ....  264 

Money  paid  to ~^ ........  164 

Reciprocal  credits  to  nonresident  aliens 801 

Reclamation  Districts: 

Taxability  of  interest  on  obligations  of 101 

Recomputation  of  tax  .. — 262 

Record  owner  distinguished  from  actual  owner 804,  805 

Records: 

Accounting,  necessity  of  maintaining  ............  168 

Collectors,  taxes  credited ; . ......  281 

Depreciable  property ................  141 

Taxpayers,  Commissioner's  authority  as  to  ...... .. 276 

To  be  kept  by  taxpayers  .. — .................................. ...  168 

Recovery  of  bad  debt ....»..■, ,■■■■.............>..  164 
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Redemption  of  bonds  J....76,  isi 

Redetermination  of: 

Amortiauttlon  allowance —  142 

Tax  when  erddit  proves  incorrect 41,    42 

Value  of  inventories,  deductible  losses 13S 

Refund  of  penalties  erroneously  paid 281,  28S 

Refund  of  Taxes: 

Affidavit  222.  28S 

Authority ~ 281 

Erroneous  collection  184,  282,  288 

Erroneously  paid  281,  282 

Excess-profits  taxes ^ ~ 182 

Piling  claim  for  ~ 282.  282 

Inventory  loss  and  rebates  182 

Judgments    ^ - 285 

Personal  service  corporation  233 

Redetermination  of  amortization  allowance  142 

Refunds: 

Accepted  offers  of  compromise 278 

Claim   ;. 188 

Insurance  premiums,  exclusion  from  gross  income....  251 

Penalties,    affidavit 283 

Erroneous  collection 283,  295 

Judgments    285 

Registered  bonds  ~ ^ 222.  223 

Regulations: 

To  be  complied  with  278 

Reinsurance  Treaties: 

Premiums  received  and  paid  out  under,  gross  income..  351 

Release  of  excess  tax  withheld 213 

Religious: 

Corporation,  annuities  paid   by,  taxable  income  84 

Exemption    ~ 388 

Organizations    ., -  388 

Workers,  gifts  and  contributions  to,  taxable  income....    82 

Removal  of  buildings  ^ 131 

Deduction  of  loss 131 

Renewals: 

Addition   to  cost  in  determining  capital  sum   to   be 

replaced  by  depreciation  allowance 141 

Rent: 

Annuitant's  income  ~ ^.     84 

Crop  shares,  taxable  income  411 

Deductions  Ill,  113 

Expense    — - ~ Ill,  118 

Foreign  property  Ill 

Gross  income,  corporations 81,    63 

Farmers  « ^ 411 

Landlord  where  paid  by  tenant  Ill 

Nonresident  alien  Individuals  302 

Information  at  source 231 

Paid  by  dividends  and  interest 83 

Permanent  improvements  by  lessee 63,  ill 

Professional  men,  deduction Ill,  113 

Repairs   and   taxes  „. Ill 

Unpaid,  bad  debts - —  132 
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H«orffaiilxation:  I 

Bxoesa-proflts   tax   201-20S 

Bzchanse  of  stock  or  securities  ~ - 86 

Income   tax   ~ 151 

Eepairs: 

Deduction  of  assessments  ^ ...-  122 

Deduction  of  cost — — 111^  352.  412 

Incidental    — ^ «.  Ill 

Permanent  improvements  «  114 

Tenants  ^ ^ ^ Ill 

Replacement  Fund: 

Property   lost   or   destroyed   through   war   haxard   or 
other  casualties — 66 

Replacements: 

Addition  to  cost  in  determining  capital  sum  to  be  re- 
placed by  depreciation  allowance  » 141 

Deduction  of  expenditures  for ~ ~ Ill 

Fund  for  loss  ., « 66 

Timber  depreciation  « 16S 

Report  by  collector  to  Commissioner  as  condition  prece- 
dent to  suit  to  collect  tax  ^ 277 

Report  to  State  Insurance  department,  submission  of  copy 
with  return  of  insurance  company  ^ ^ S64 

Requisition  of  Property: 

Compensation  as  taxable  income  66 

Replacement  fund  ^ . 66 

Requisitioned  Property: 

Compensation    ^ « « 66 

Resale  of: 

Capital  stock*  gross  income  „ 76 

Farm  products,  gross  income «. ^ w 411 

Reserves: 

Depletion,  dividends  — „ ^ - 94 

Depletion  or  depreciation,  invested  capital  » 183 

Depreciation,  dividends „ 94 

Income  and  excess-proflts  faxes  *.. 94 

Invested  capital „  186 

Insurance   companies,  net  decrease  as   gross   income 

361.  362 

Retirement  of  bonds  123 

Trading  stamp  62 

Residence: 

Certificate  of,  filing  by  citizens  or  resident  aliens....  221 

Definition    ....804,  221 

Intention  292 

Loss  by  alien  ^ 292 

Loss  on  sale  of 131 

Proof „ 212.  292 

Property,  depreciation,   deduction   141 

Property,  loss  in  sale,  deduction  131 

Resident   Aliens: 

Credits  „ „ 12 

Liability  to  normal  tax  «. «  292 

Residents: 

Rate  of  normal  tax  « « „ ^ »     11 

Tax  of  „ ^ ^ ^...  292 
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lUfltoratlon  of  Property:  f 

Sxoesa  of  amount  rooelTed  over  cost  of,  bm  taxable 
Inoomo  - — -« ....- •• 

RMtralnlBff  aMOMmeiit  or  ooUoctloB  of  tax 28S 

ReUrod  Pay  of: 

Army  and  navy  oAoers (2 

Federal  and  other  offloera,  taxable  Income  .^ (8 

U.  &  judges «2 

Returns 141,  248 

Aoconntlnff    period    ehanged    244 

Affidavit 848 

Affiliated  oorporatlona 44,  8<1-8<S 

Acents 841.  SOS 

Amended  58,  141,  IfS 

Amendment    1€4 

Amortisation  claims 148 

Assignees    SIS 

Based  on  accounting  period  1(8,  844 

Basis    1«8 

Beneficiaries  of  estates  and  trusts SIS 

Bonds  of  State,  municipality  or  United  States 841 

Brokers . 884 

Calendar  year 1S8,  16S 

Charitable  contributions  ....-^ —  116 

Collector 8<S,  878 

Commissioner ^ 8(8,  878 

Commissioner's  authority  as  to 87( 

Committee  of  Insane  person S16 

Completeness  164 

Consolidated  returns  of  corporations  44,  S(1-S€S 

Corporations 848 

Affiliated  44.  S61-SSS 

Assignees    Sl€ 

Consolidated  returns  44,  S61-SSS 

Extension  of  time  for  filing 861,  868 

Foreign    . -^^  S04 

Forms .«, ^ -.^  84S 

Inspection     864 

Insurance  companies  864 

Necessity 848 

Personal    service   S3 4 

Place 861.  86S,  S68 

Receivers    . Sl€ 

Tentative  returns  248.  261,  268 

Time  for  filing  861,  268 

Trustees  in  bankrutpcy  ^ S16 

Trustees  in  dissolution  816 

Undistributed    profits    841,  848 

Unreasonable  accumulation  of  profits 841,  848 

Credit  for  taxes  .. 48 

Delay  in  filing,  payment  of  tax . 86S 

Penalty    878 

Depletion  claim  ^ 161,  168 

Depreciation  allowance,  for  drawings,  models,  eta 141 

For  patents  141 

Disclosure,  penalties ^ 864 
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Returns    (Continued):  S 

Dividends    306 

Information  as  to  payments 28S 

Enemies  and  allies  of  enemies 252 

Extension   of   time    * 262 

Excess-proflts  taxes  201.   242.  864 

Exempt  corporation 281 

Extension  of  time  262 

By   collector   261,   262.  268 

By    Commissioner    262 

Failure  to  File: 

On  time  261.  263.  272 

Compromises    . .—. 278 

Reasonable  cause  '- 272 

Penalty    272 

False  273.  276.  276.  277 

Payment  of  tax 268 

Fiduciaries  311.  814-816 

First  return  on  fiscal  year  basis ^..162.  244 

Fiscal  year  ...* 162.  244 

Fiscal  year  1017-1018,  partnership  - ~ 822 

Personal  service  corporation  ^  833 

Fiscal  year  1018-1010,  partnership  822 

Personal    service    corporation 383 

Foreigrn  corporations  804,  862 

Forms    241,  243 

Fractional  part  of  year 244 

Guardians  241,  816 

Husband  and  wife  ~ . .... — ~«-  241 

Individuals  241 

Information  at  source. — See  Information  at  Source. 

Dividend    4- 288 

Fiduciary   816,    328.  884 

Foreigm  items  282 

Interest  228 

Miscellaneous  income  281 

Partnership   „„316.   828.  834 

Personal   service   corporation   816.   828.  884 

Inspection   • —.  26 4 

Insurance  companies  364 

Last  due  «ate  of  261 

Losses  on  closing  depreciation  account  .... .  141 

Losses  in  value  of  Inventory  188 

Minors   ^ ^ 241 

Necessity   241,  242 

Nonresident  alien  individuals  804,  816 

Extension  of  time  for  filing „ 262 

Parents    .. ..  241 

Partners  _  821,  828 

Partnership  ^^  828 

Personal  service  corporation  .,..242,  332,  884 

Place  268 

Public  records  . 264 

Reasonable  cause  for  delay  in  filing . .^...^262,  272 

Receivers  .. ..^ « ....^.  816 

Redemption  of  trading  stamps ..-.. »...     62 

Secrecy    . . 264 
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Soldiers  and  sailors  ^ 262 

SUte  officers  privileged  to   inspect  ^.^ _  254 

Stockholders  in  corporation  accumulating  profits  841,  S4S 

Stockholders  privileged   to   inspect 264 

Supplementary  statements  24S 

Taxable  year  _ -..„162,  1C3.  M4 

Personal  service  corporations  * 334 

Tax-free  income  ~ ^    «1 

Tentative   „ 243.   251-263 

Time  „ ^^ ^ 261.  262,  315 

Travelers  abroad,  extension  of  time  ~  252 

Trustees  in  bankruptcy  - ^ ^  319 

Uncompleted  contracts  ^ 134 

Umderstatement  of  income  ^ 273 

Understatements   in   ^ 273,  273 

United  States  bonds  „ ^ 241 

Verification   243 

When  filed  „ 261,  253 

Where  filed  ~ 251.  2U 

Withholding — ^J13,  223 

Bond  interest  213.  223 

Miscellaneous  income ~ 213,  223 

Tax  at  source  45.   213,  222,  223 

Revaluation  of: 

Mineral  deposits  — 161 

Stumpage.  timber  depletion 163 

Revocable  Trusts: 

Gross  income  of  grantor  814 

Rights  to  subscribe  to  additional  stock,  proceeds  from  sale 
of    „ .^ 74 

Royalties  33 

Amount  of  depletion  allowance  governed  by 161,  153 

Gross  income  31 

Nonresident  alien  individuals,  taxability  302 

Patents,  taxable  income  „ 33 

Sailors: 

Allotments  under  War  Risk  Insurance  ~ 34 

Compensation  during  war  398 

Extension  of  time  for  filing  returns  ^  252 

Salaries   „ « „„  112 

See  Soldiers  and  Sailors. 

Salaries. — See  Compensation. 

Salary 112 

After  service  rendered  ^ ^ 32,  112 

Bonus   ^ ^.  112 

Deductible    » ^ 112 

Government  employees ^ - 32 

Nonresident,  aliens ^ „ 802 

Paid  in  notes  ^ ^ 32 

Paid  in  property ^ „ ..^^    32 

Paid  in  stock  ^ »^ - 32 

Percentage  of  net  profit „ .^32,  118 

Smith-Lever  Act   « - «- 301 

Soldiers  and  sailors ;. .^  112 

State  anti  municipal  employees —  391 

Traveling  men   ^ « 113 

Widow  of  former  employee  - ~  112 
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SalM:  s 

Agents,  exemption  ^ ~. —  S88 

Basis  for  determining:  gain  or  loss  71 

Capital  assets  of  corporation  76,  S61 

Capital  stock,  gross  income  of  corporation  75 

Copyrights,  gross  income  71 

Corporate  stock,  profit,  gross  income  74 

Decedent's  real  estate,  profits 812,  818 

Farm  products,  gross  income  411 

Good-will,  gross  income  71 

Installment  plan,  personal  property,   gross  income....     78 

Real  estate,  gross  income   78 

Mineral    deposits,    excess-profits    tax 401 

SurUx    401 

Patents,  gross  income  71 

Property  acquired  by  gift  71 

Real   estate   involving  deferred   payments,   gross   in- 
come          78 

Lots,  gross  income 74 

Stock  received  as  dividend   .- - 74 

Salesmen.  d-:M]uction  of  expenses  « 118 

Savings  Bank: 

Deposits,  constructive  receipt  of  interest  —  164 

Exemption    883 

Postal,  interest  on  deposits  „ 101 

Scientific  Corporations: 

Exemption    886 

Scientific  organizations   886 

Scrip  Dividends: 

Deduction  of  interest  on,  by  corporation  121 

Taxability     92 

Secrecy: 

Returns   264 

Secret  Formulae  or  Processes: 

Depreciation  ^reduction  141 

Secret  Processes  or  Formulae: 

Depreciation    deduction    141 

Secured  Debts  .~ * 122 

Securities: 

Charged   off 132 

Dealers  in,  definition  „     T2 

Deduction  of  amounts  paid 122 

Deduction  of  commissions  paid  in  purchasing  114 

Deduction  of  interest  on  indebtedness  to  purchase  or 

carry „  121 

Deduction  of  loss  from  shrinkage  181 

Inventories  of  dealers  In  72 

Invested  capital „ 181,  192 

Shrinkage  In  value  131 

Worthless,  bad  debts  182 

Seizure  and  Sale: 

Collection  of  tax  by 277 

Separation  agreement  .- » 66,  118 

Settlement  of  Decedent's  E^state: 

Period  of ^ ^ 812 

Ships: 

Income  from 802 

Used  for  war  purposes  142 
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DttdoctioB  of  kMses Ml 

L0M68    lai 

ShrinkMgt  of: 

Fmr  producta,  doductlon  of  losses 412 

Markot  Talue,  loss  In  tnrentary  ISI 

BMCurltieM  and  stocks,  deduction  of  kMS  131 


Extundtnc  Urns  far  filing  retnm  on  ffronnd  of 2S2 

Insurmnce  or  dsms^es  roceived*  taxability  C4 

Return  bj  a^ent  where  taxpayer  111  241 

Sidawalk  Assessments: 

Deduction 122 

Similar  credit: 

DeflniUon  SOI 

SInffle  Persons: 

Returns 241 

Sinking  fund 12S 

Smith-Lever  Act: 

Elxemption  of  salaries  under St  1 

Taxability  cf  salaries  paid  from  funds  aTailable  under  St  1 

Social  Clubs: 

Exemption: St4 

Social  Welfare  Organixations: 

Exemption St4 

Soldiers: 

Allotments  under  War  Risk  Insurance (4 

Compensation   from  Gtovemment 89S 

ExpMises 118 

Extension  of  time  for  filing  returns  262 

Salaries 112 

Soldiers  and  Sailors: 

Allotments  and  allowances  under  War  Risk  Insurance 

Act 64 

Deduction  of  cost  of  equipment  of  officers  113 

DcAluction  of  salaries  paid  during  war  112 

Demand  of  payment  of  tax .   ,  ,        274 

Exemptions ,   ,  393 

Extension  of  time  for  filing  returns 252 

Information  at  source  as  to  payments  to 231 

Notice  of  payment  of  tax 274 

Pensions,  taxable  income 92 

Place  for  tiling  returns 263 

Verification  of  returns .._ .__ 243 

Source: 

Income,  effect  as  to  normal  tax  liability 292,  293 

Information  at. — See  Information  at  Source. 

Payment  of  tax  at 211 

Withholding  tax. — See  Withholding  Tax  at  Source. 

Special  Assessments: 

Deductions 122 

Specific  credit , . 244 

Corporations  ..... -«. «.,..-...    14 

8i>ecific  penalties 276 

Stamp   Taxes: 

Deductible 122 
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State:  • 

Contracts    891 

Contracts,  profit  of  Independent  contractor  as  taxable 

Income    -.^ ♦ S91 

ESzemptlon  of  income ^-  191 

Income  -« -. — «..  891 

Inheritance  taxes,  deduction  ^ ^  188 

Inspection   of   returns   ^ 854 

Insurance  department,  profit  and  income  reported  to 

as  rross  Income 68 

Submission  of  copy  of  report  with  return  of  in- 
surance company .^  854 

Interest  upon  obligations,  taxability .^  101 

Obligations     101 

Invested  capital  178,  198 

Returns   . —  841 

Ofllcers,  Inspection  of  returns  by  864 

Oflflcers  or  employees,  taxability  of  compensation —  891 

SalaHes  891 

Taxes: 

Deductible    188 

Payment    of    ^..  188 

Workmen's    compensation,    taxability    of    income    of 

funds    891 

Stock: 

As  compensation  for  services  68 

Amount  received  from  sale  of  rigrht  to  subscribe  for, 

as  taxable  income  . «.    74 

Bonus,  constructive  receipt  by  employees  164 

Invested  capital  ^ ^ ^  171 

Capital  stock,  sales,  ffross  income  of  corporation — ^    75 

Common,  as  bonus  «. . 74 

Compensation   paid   employee   of  corporation   in,   as 

taxable  income . 68 

Credited  to  employees ^ 164 

Deduction,  loss  from  shrinkage .  181 

Tax  paid  on ^ , ^^.....^^^ 188 

Dividends    98 

AllooaUon    . ^^14,    98 

Capitalisation   of  good-will  ^ ^ 98 

Determination  of  profit  or  loss  on  74 

Gross  income . —.^ «. . «.^«    74 

Invested  capital  .«^ «,^...«. ....^..«^.  184 

Subject  to  rates  for  different  years  ^ ^    14 

Taxability 74,  98,     98 

Qaln  or  loss  on  exchange  for  other  stock  ....^..^^^ .    85 

In  trade,  depreciation,  'deduction  ..^. . ..^..^  141 

Mining  companies  ^ « .^ .„..  401 

Profit  from  sale,  gross  income  . -^ .««    74 

Purchase,    invested   capital «««^ ^.^.^  184 

Received  in  exchange  for  property ..^ 84 

Record    owners,    distinguished    from    actual    owners 

of   . « 804,  805 

Sold  from  different  lots .««.«..    74 

Surrender,  invested  capital  « ...^  178 

Taxes  paid  for  stockholders ^ ...^ ;.«.^  188 

Worthless  111 


APPBNDDC  PAGE  828 

Digitized  by 


Google 


uonsirucuve   reoeipi  oi   aisiriDUiive   snares — ..... i»« 

Forgiveness  of  indebtedness  — ..~..    C5 

Inspection  of  returns  „ — ^^^.  254 

Personal  service  corporation,  activities  . 331 

Taxability    „ 332.  333 

Profits  of  corporation   taxable  to  .. . 341,  342 

Storm: 

Compensation  received  for  property  lost  or. destroyed 

as    taxable   income   « ~. ^ 66 

Deduction  of  insurance  premium  against  loss  by 111 

Deduction  of  losses  131,  412 

Losses  resulting  from , . — .•  131 

Street  Assessment: 

Deduction 122 

Stumpage: 

Revaluation,  timber  depletion  163 

Subcontractors: 

Information  at  source  as  to  payments  to  employees..  231 

Subcontracts    1. — 371 

Subscriptior  for  Stock: 

Amount   received   from  sale  of  right  to,   as   taxable 

income 74 

Publishing  concern,  invested  capital  191 

Lists,  intangible  property  -.„ ^ »  173 

Subsistence: 

Deduction  of  expenses  for  ,„.  113 

Substitute   certificates ^„.  222 

Foreign  items  232 

Monthly   list  returns  of   213,  222.  228 

Substitute  ownership  certificates 213,  222,  223,  232 

Suit: 

Collection  of  tax  277,  286 

For  collection  of  taxes,  statute  of  limitation 277 

Recovery  of  tax  erroneously  collected.^ ., ^  286 

To  recover  taxes  wrongfully  collected. ,  .„.„.....-.... .  2S6 

To  restraint  assessment  and  collection  of  penalties 
and  taxes 286 

Sunday: 

Due  Vlate  for  payment  of  tax „ ,....« 261,  261,  262 

Supplementary  statements  243 

Surety  Companies: 

Approval  as  surety  on  bond  in  case  of  establishment 
of  replacement  fund  66 

Surgeons: 

Army  contract,  exemption 393 

Surplus  and  Undivided  Profits: 

Additions  to  surplus  account  „ 182 

Current   profits  „ » „ _  182 

Depletion   allowance   ^ . 183 

Depletion  reserve  « «-^..  183 

Depreciation   allowance   « «.  183 

Depreciation  reserve  ~ 183 

Discount  on  sale  of  bonds  ^^  184 

Discount  reported  by  bank  .. 134 

Earned    surplus .......... 183 

Insurance  on  corporation  officers  .^..-^..  184 
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Surplus  and  Undtrided  Profits  (Continued):  I 

Paid-in  surplus  ^ 181 

Patents    - „ ^ „ ^ ~«  lt8 

Property  paid  in  and  subsequently  written  of 181 

Property  taken  for  debt  184 

Reserve  for  depletion  or  depreciation  — 188 

Reserve  for  income  and  excess  profits  taxes  185 

Surrender  of  Stock: 

Invested  capital  172 

Surrender  value  of  insurance  policy   58 

Surtax    , ^ ^ IS 

Accumulation   of  sains   and   profits   with   purpose   to 

escape     841,  842 

Actual  and  record  owners  of  stock 304.  306 

Computation    18,  401 

Net  income  for  purpose  of  18 

Corporations  availed  of  to  prevent  imposition  of  341.  342 

Credits  „ 12 

Distribtitions  on  paid-up  policies  84 

Imposition   - - - 18,  161 

Liberty  bonds,  interest  on  102 

Mines  or  oil  wells  401 

Nonresident  aliens   13.   304,  805 

Sale  of  mineral  deposits ~ 401 

Separate  income  of  husband  and  wife  ^    IS 

Speciilo  exemption  ^ ~ 18 

Table  showing 18 

Tangible  Property: 

Definition    . - _...  172 

Paid  In,  invested  capital  172,  181 

Tariff  Duties: 

Deductions   .1 122 

Tax: 

Board,  advisory  „ 284 

E^xoess  amount  paid,  credit  or  refund  of  ^ 281 

Fractional  part  of  cent  299 

Installments   „ 281,  282 

Liens - _ 277 

Notice  and  demand,  for  first  installment  of ...262,  £74 

For  other  installments 262,  274 

Payment  of  261,  262 

Penalty  for  failure  to  pay  on  time  ....^ 271,  274,  276 

Rates,  corporations  ^ 16 

Individual  normal  tax ii 

Surtax    ^^ 18 

Proceeds  of  sale  of  mine  or  oil  well ^  401 

Receipts  „ ^ ^ 265 

Suit  to  collect  -« ~ - 277 

Taxpayer  planning  to  leave  264 

Treasury  certificates  of  indebtedness,  payment   by....  266 

Uncertified  checks,  payment  by  ^ 266 

Warrant  of  distraint  ^ 274 

Withholding  at  source  218,  228 

Taxable  Period: 

Declaration  of  termination  - ^ ^ 864 

Taxable  Persons: 

Classification    of    ^ ^ 281 
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Computmtlon  of  net  inoome .^  KS 

DeflniUoB 16J.  164 

First , , 162 

OroBS  inoome ,  164 

Taxes: 

AMeeement  of,  within  five  years  ; 2(t 

Automobile  license  fees^  ddductlons 122 

Bank  stedc,  deduction 122 

Business,  deductions _™  122 

California  irrigation  assessments,  deductions 

CrediU 

Customs  duties,  deductions 

I>eductlble — ^ ^ 

Deduction  In  case  of,  nonresident  alien  IndlTldual —  202 

Tenant , -^  111 

Drainage  district  assessments,  deductions .-^  122 

Excise,  deductions ^ ..~-  122 

Federal,  deduction ^ .— 122 

Foreign,  paid  at  source,  credit  for ....■, 42 

Foreign  countries,  deduction .^  122 

Illinois  drainage  assessments,  deductions  — ^.^  122 

Import  duties,  deductions .^.^.^ 122 

Inheritance,  deductions .^ 122 

Internal  revenue,  deductions .^,.».~, ^  122 

Iowa  drainage  assessments,  deductions ■■  122 

Irrigation  assessments,  deductions ..„.._ -...^  122 

Levee  assessments,  deductions 122 

License,  deductions  ^ .., -  122 

Local  benefits,  deductions  ........^.........^ 122 

Local,  deductions -.-.^ 122 

Paid  by  bank  for  stockholders ......-........^.  122 

Paid,  credit  of,  for  same  period 46 

Possessions  of  United  States,  deductions  . .,^^...,  ■ ,..  122 

Postage,   deductions   . ..^^ ..-.—-^ 122 

Privilege,  deductions  ^ .^..^ ^  122 

Redetermination  of,  amortisation .^ 142 

Redetermination  of.  Inventory  losses  and  rebates  .^  1S8 

Repairs,  assessments,  deductions  ^ 122 

Sidewalk  assessments,  deductions  , .^ ...^^  122 

Special  assessments,  deductions ^ ^  122 

Stamp,  deductions  . ^.„^ .^^,^ 122 

State,  deduction . 122,  122 

Street  assessments,  deductions ,... ,,.. ^  122 

TarifE   duties,   deductions  ,. ^ ~^.^.-^« 122 

Tennessee  Levee  assessments,  deductions  ^-...^^ 122 

Withheld  at  source,  paymeht  of 212,  222 

Tax-free  Covenant  Clause  In  Bonds: 

Deduction  of  taxes  paid .-^..^ 121 

Withholding  tax  at  source 221-222,   204,  215 

Tax-free  covenant  obligations  . .— .....-^^ ^  122 

Exemption 211,  221,  222 

Foreign  corporation  bonds 222 

Status  of  taxes  withheld 122 

Trust  deeds  containing 211 

Withholding ^^^211,  222 

Tax-free  Obligations: 

Interest  on  indebtedness  to  purchase  or  carry 121 
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Taxpayer:  I 

Definition    29* 

Telephone   Clearing  Association: 

Exemption    887 

Tenessee  Ltevee  Assessments: 

Deduction   - 122 

Tentative  returns  248.  261.  252,  258 

Theatrical  Costumes: 

Depreciation,  deduction  141 

Theft: 

Association  insuring  automobiles  against,  exemption^  887 

Deduction  of  insurance  premium  against  loss  by 111 

Deduction  of  losses  181,   164,  808 

Timber: 

Depletion  —  168 

Time: 

As  of  which  Item  of  gross  income  or  deduction  is  to 
be  accounted  for — 188,  164 

Credits  determined    as  of  what  date 12 

For  assessment  of  tax  2W 

For  deduction  of  charges  —  164 

For  determination  of  credits 12 

For  filing  returns  261.   262.  316 

Corporations   251.  268 

For  notice  and  demand  of  payment  of  tax 274 

For  payment  of  taxes  261,  262 

Bate  of  tax  on  dividends  where  declared  before  No- 
vember 1,  1918.  and  received  before  March  27,  1919     61 

Redetermination  of  amortization   allowance^ —  142 

Tips: 

Taxability  62 

Title: 

Deduction  of  cost  of  defending  or  perfecting 114 

Tools: 

Addition  to  surplus  account  of  amounts  expended  for  182 

Deduction  of  cost  by  farmer  ^  412 

Total   income   and   total   receipts   ^.51  •  68 

TraVle  Brands: 

Depreciation,  deduction   — . — 141 

Trade-Marks: 

Depreciation,  deduction  ^ 141 

Trade  Names: 

Depreciation,  deduction . 141 

Trading: 

Corporations  as  personal  service  corporations  881 

Trading  Stamps: 

Redemption  of ^,    62 

Trained  Nurses: 

Exemption  of  associations  for  furnishing  services  of..  986 
Transients: 

Who  are  «  292 

Transportation  Corporations  Under  Federal  Control: 

Income  tax  . 978 

Travelers  Abroad: 

Returns,  time ^  268 

Traveling  expenses,  deduction  ..  lis 

Treasury  certificates  of  indebtedness  266 

Interest  on  102 
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Treasury  stock  ~ ^ lo 

Definition    76 

Resale  ~ ~ - 76 

Trust: 

Companies,  deduction  of  interest  paid  121 

Deed   114 

Containing  tax-free  covenant  ~  211 

Trustees  in   Bankruptcy: 

Of  corporations,  returns  —  31< 

Trusts: 

Association   distinguished   : 291 

Beneficiaries  taxed  ^ — ^.112,  813 

Common  law  trusts  as  associations  293 

Credits  113 

Exemptions  - 38« 

Fiduciary,  definition  ~ 311 

Inspection  of  returns  254 

Liberty  bond  exemptions  In  case  of 814 

Normal  Ux  liability  292 

Returns  ~. 315,  316 

WithhoMing  tax  at  source  222,  315 

Uncertified  checks,  payment  of  tax  266 

Uncompleted  Contracts: 

Ascertainment  of  gross  income  —  164 

Underpayment : 

Bxcess-proflts  taxes  182 

Understatement   of  Income   in   return   271,   273,  276 

Understatements   in   Returns: 

Due  to  negligence  271,  273 

Willful     „ ~  273 

Undistributed  Income: 

Estates  or  trusts ~ ~  318 

Partnerships   321.  822 

Personal  service  corporations  832,  333 

Undistributed   profits  of   corporations   841,  342 

Undivided  profits. — See  Surplus  and  Undivided  Profits. 

Unenforceable  Government  contractd  371 

Unfinished  Incorporations  ^ 242 

United  Press  Franchises: 

Intangible  property 173 

United  States: 

Credits  of   interest  on   obligations   12,   16,   821,  383 

Deduction  of  interest  upon  obligations  „  121 

Employees  and  officers,  taxability  of  salaries 62 

Exemption  of  interest  on  obligations  ^.  814 

Government  contract   371 

Possessions,  obligations,  invested  capital  ~172,  192 

Possessions,  status  of  citizens  —  306 

Returns  as  to  obligations  owned  241 

Taxability  of  interest  upon  obligations  ...101,  102,  314.  321 

United  States  bonds 101 

Credit  of  interest,  corporations  ^ 16 

Individuals  ., ~ 12 

Partnerships     and      personal      service     corpora- 
tions  321.  382 

Liberty  bonds   « ~ 102 

Advertising  ..„ - ~ -..  116 
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United  States  Bonds   (Continued): 

Liberty  Bonds  (Continued):  8 

Nonresident   aliens   and   foreign   corporations   ....  302 

Partnerships 821 

Personal  service  corporations ~ ..821.  382 

Trusts    313 

Victory  Liberty  Loan  notes  ~ «.  102 

Universities: 

Taxability    of    salaries    paid    from    Smith-Lever    Act 

funds - 391 

Unknown  Owner: 

Withholding    - 211,  222 

Unorganized  Corporations: 

Returns   ~ 242 

Unreasonable    accumulation    of    profits    341,  842 

Valuation  of: 

Assets   upon   reorganization   of  business   enterprise....  208 

Inventories 72 

Value: 

Pair    market,    ascertainment    71,     82 

Oood-will     71 

Mineral  deposits  —  151 

Modification  of  method  of  computing  depreciation  al- 
lowance because  of  change  in  141 

Product  received  in  exchange  for  farm  produce,  re- 
turn as  income  411 

Real  estate  sold  in  lots ~.    74 

Thing  paid  as  compensation  for  personal  services 62 

Timber  - 158 

Verification: 

Returns   248 

Vessels: 

Income  from „ 302 

Joint  ownership  as  constituting  partnership  298 

Used  for  war  purposes,  amortization 142 

Victory  Liberty  Loan 102 

Virginia  partnership  association 298 

As  corporation 293 

Vocation  Rehabilitation  Fund: 

Deduction  of  contributions  to  116 

Volutary: 

Offerings  to  clergymen  „ «2 

Removal  or  demolition  of  buildings,  deduction  of  loss  131 
Wages  Unpaid: 

Bad  debts  ^ 182 

War: 

Amortization  of  property  used  in  production  of  muni- 
tions, etc ~ ., 142 

Residence  abroad,  during,  effect  as  to  citizenship 292 

See  Army  and  Navy. 
War  Chest: 

Contributions    to    115 

War  Bqulpment: 

Amortization « 142 

War  Finance  Corporation: 

Credit  of   Interest  on   bonds   12,   16,   321,  882 

ICxemptlon  of  interest  on  bonds,  beneficiaries 314 
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Nonresident    aliens    .^^ 803 

Returns .^ . -^ 241 

War  Finance  Corporation  Bonds: 

Credit,  corporation 16 

Individuals 12 

Partnerships     and     personal      service     corpora- 
tions   121,  38S 

Nonresident   alien    indlYiduals   attd   foreign    corporar 
Uons S03 

War  Hasard: 

Property  lost  or  destroyed 96 

War  profits  tax. — See  Excess-Profits  Tax. 

War  Risk  Insurace  Act: 

Taxability  of  allotments  and  allowances  64 

War  Savinffs  Stamps: 

Advertising  sale  of  116 

Deduction  of  expense  of  advertising  sale  of 116 

Warrant  of  distraint  274 

Warrants: 

Payment  of  claims  allowed  288 

Political  subdivision  of  State,  face  value  as  income.^.  891 

Wear  and  Tear  of  Property: 

Deductions     . 141,  412 

Wells.  Oil: 

Sale  of,  maximum  surtax  »  401 

Widow: 

Allowance  pafJ  out  of  corpus 812 

Deduction  of  stautory  allowance  812 

Willful  Neglect: 

Delay  in  filing  returns  ^  262 

Withholding  agent,  definition 164 

Withholding  at  the  source 211,  218 

Bond  interest  211,  282 

Citizens  and   residents ^ 211,  282 

Corporate  obligation  interest 211,  282 

Credit  for  tax  withheld  46 

Dividends   221 

Exemption   2  21,  288 

Citizens  and  residents  221,  222,  282 

Domestic  corporations  ^  222 

Fiduciaries    222,  816 

Foreign  corporations  211,  222 

Nonresident  aliens 212,  221.  804 

Partnership    .«^ ..^ 222 

'^ixed  or  determinable  annual  or  periodical  income." 

definition     211 

Foreign  corporations 211.  221 

Income  on  which  tax  is  withheld  included  in  return.^    46 

Interest    211,  282 

Miscellaneous  income  ^ 211 

Nonresident  aliens  212  221 

Owner  of  bonds  paying  tax  required  to  be  withheld.^    46 

Ownership  certificates  .^. ^ .^ 222,  282 

Partnerships    «. 211 
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Withholding  at  the  Source  (Continued):  I 

Payment  of  tax  withheld 218.  223 

Refund  of  excess  tax  withheld  . «.  213 

Return  by  owner  of  income  on  which  tax  is  required 

to  be  withheld 45 

Return  of  tax  withheld 218.  228 

Substitute   certificates ...». 222 

Tax-free  covenant  obligations . 211.  232 

Tax  witliheM  to  be  included  in  gross  income . 4S 

Tax  withheld  to  be  taken  as  a  credit 46 

United  States  bond  interest  222 

Unknown  owner 211,  222 

Withholding  tax  at  source 45.  211,  218,  221-223,  804,  315 

Citizens  of  United  States  possessions 806 

EbLcmptlon    ^~  221 

Foreign  corporations  211,   213,   221-228.  304,  315 

Foreign  items  — 282 

Nonresident  alien  individuals  .^211-213.  221-223.  304.  315 

Nonresident  foreign  corporations  ^ 211 

Ownership  certificates , 221,  222,  304,  315 

Porto  Rico   and   Philippine   Islands   corporations — ..^  306 

Prior  to  passage  of  Revenue  Act  of  1918 213 

Rate   211 

Release  of  excess  tax  withheld —  213 

Return  of  tax  withheld 213,  222,  223 

Tax-free  covenant  clauses  in  bonds,  eta  211,  221 

Workmen's  compensation  64 

Insurance  funds,  taxability  of  income  of  391 

State  391 

Taxability  of  amount  received  . 64 

Worthless  Securities: 

Deduction  of  losses 131,  132 

Worthless  stock — 181 
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Keep  Your  MANUAL  Up  to  Date 
•witk 

OUR  LOOSE-LEAF  SERVICE 

Why  not  keep  your  Standard  Income  Tax 
Manual  up  to  the  minute  with  the  Standard 
Loose-Leaf  Income  Tax  Service?  This  Service 
is  also  supervised  by  Hugh  Satterlee.  Assisting 
him,  and  in  direct  charge  of  the  editorial  work,  is 
H.  M.  Epstein,  formerly  of  the  legal  staff  of  the 
Bureau  of  Internal  Revenue,  who  assisted  Mr. 
Satterlee  in  drafting  "Regulations  45." 

The  loose-leaf  service  goes  in  a  leather  binder, 
in  size  similar  to  the  Manual ;  its  sectional  arrange- 
ment conforms  with  the  book,  and  the  indexing 
will  be  such  that  all  data  on  a  given  subject  will 
be  grouped  under  one  subject  heading. 

No  bound  volume  on  the  income  tax  can  long 
remain  complete,  for  new  court  decisions,  new  rul- 
ings and  new  regulations  may  be  handed  down  any 
day.  To  give  subscribers  these  rulings  authori- 
tatively presented  and  interpreted  by  Messrs. 
Satterlee  and  Epstein  is  the  function  of  the  loose- 
leaf  service.  All  excess  profits  rulings  and  regula- 
tions are  included.  We  have  our  own  private  wire 
to  Washington  and  our  own  printing  plant,  factors 
which  combine  to  enable  us  to  handle  all  new  rul- 
ings with  a  minimum  of  delay. 

The  service  for  the  entire  year  may  be  had  for 
$45.  This  includes  the  Manual.  That  is,  those 
who  have  bought  the  Manual  at  $8  may  apply  that 
amount  toward  the  combination  service. 

STANDARD  STATISTICS  COMPANY,  Inc. 
47-49  West  Street,  New  York  City. 
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STATUS  or  BONDS 

under   -the 
FEDERAL  INCOME  TAX 

Edition    of     19  20 


This  work  has  come  to  he  a  recognised  authority  of  year^ 
increasing  importance  and  usefulness.  Last  year's  work  hav- 
ing become  obsolete,  the  new  volume  is  at  hand. 

It  contains  an  accurately  revised  list  showing  the  tax  status 
of  more  than  lOflOO  bonds,  llany  bends  with  a  presumably 
tax  free  covenant  nevertheless  assume  no  tax,  and  vice  versa. 
This  is  the  only  book  that  tells  in  each  case  who  pays  the 
tax  and  what  per  cent.  For  individuals  owning  bonds,  for 
investing  corporations,  for  banks,  for  lawyers,  for  trustees  and 
administrators  of  estates,  the  ''Status''  is  a  necessity  to  the 
safe  and  accurate  return  of  taxes. 

Last  year's  edition  was  as  complete  as  we  could  make  it 
But  that  work  to-day,  what  with  new  issues,  changed  cor- 
poration policies  and  more  complete  information,  is,  as  stated 
above,  obsolete.  That  is  why  a  new  compilation  is  necessary 
each  year.  This  year's  work  embraces  fresh  or  revised  in- 
formation on  nearly  4,000  issues. 

The  minute  care  necessary  to  the  compilation  of  such  a 
volume  is  apparent  Obtaining  the  information  it  embraces 
involved  querying  thousands  of  bond  issuing  corporations  and 
paying  agents.  In  almost  every  case  the  data  before  reaching 
us  was  checked  and  signed  by  an  official  of  the  issuing  cor- 
poration or  by  the  corporation's  fiscal  agent  In  cases  where 
it  was  impossible  to  obtain  direct  replies  to  inquiries,  or 
where  the  information  sought  was  not  available,  the  best  un- 
official data  has  been  utilized.  To  duplicate  the  data,  if  that 
were  possible  at  all,  would  require  the  expenditure  of  an 
inordinate  amount  of  time,  labor  and  money. 

Price  $6.00,  postpaid.  We  will  gladly  send  a  copy  on  ap- 
proval 

ST AlfDARD  STATISTICS  COMPANY,  Inc., 

47-48  West  Street,  New  York  City. 
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